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TESTIMONY OF FORMER EMPLOYEES OF THE 
BANCA NAZIONALE DEL LAVORO 


TUESDAY, NOVEMBER 9, 1993 

House of Representatives, 
Committee on Banking, Finance and Urban Affairs, 

Washington, DC. 

The committee met, pursuant to notice, at 10 a.m., in room 2128, 
Rayburn House Office Building, Hon. Heniy B. Gonzalez [chairman 
of uie committee] presiding. 

Present: Chairman Gonzalez, Representatives Schumer, Ken- 
nedy, Klein, Watt, Hinchey, Pingerhut, Leach, McCollum, Rou- 
kema, Roth, McCandless, Linder, Knollenberg, Bachus of Alabama, 
Huffington, Castle, and Sanders. 

The Chairman. The committee will please come to order. 

We have a number of witnesses, and also the House will go in 
session at 11 o’clock, so we want to make sure that we take advan- 
tage of the 1-hour interim. 

Todav marks the Banking Committee’s sixth hearing on the 
scandal involving the Atlanto agency office of the Italian Banca 
Nazionale del Lavoro. The committee’s investigation of BNL origi- 
nally grew out of my concern that our financial system was vulner- 
able to abuse by not only foreign banks, but the course of tremen- 
dous sums of so-called international funds through the arterial sys- 
tem of our banking and financial network, and the inadequate su- 
pervision of the Federal as well as the State regulatory authorities. 

The committee’s investigation revealed that foreign banks were 
subject to inadequate supervision and that an outmoded regulatory 
structure seemed to be the theme. These findings served as a cata- 
lyst for overhauling our system of regulating foreign banks. Foreign 
banks are now subject to far greater scrutiny by the regulator, but 
we still have some distance to travel. 

The latest tall^ reveals that foreign banks command nearly $1 
trillion in assets in the United States, over 20 percent of the total 
banking ^stem’s assets. 

The BNL sceindal also serves as a shocking reminder of the ease 
at which our financial system can be manipulated. While it may 
seem hard to believe that a handful of employees of a small agency 
office like BNL in Atlanta could secretly loan billions to Iraq, the 
scheme was carried out with rather apparent ease. 

There are several competing claims about the origins of the scan- 
dal and whether or not the BNL-Atlanta employees acted alone or 
as part of a broader covert policy involving me United States and 
Western European entities and their then tilt toward Iraq in the 
war that was taking place at that time. 

( 1 ) 
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One group tiiat has not had the opportunity to tell their side of 
the stoiy is the former employees. Tory’s hearing provides an op- 
portunity to explore the means and motivations by which the 
former employes penetrated the single greatest banking fraud in 
U.S. history. Tliey will hopefully answer, once and for all, the ques- 
tion of whether or not they acted alone. 

And with that, I will i^cognize Mr. Leach. 

[The prepared statement of Mr. Gonzalez can be found in the ap- 
pendix.] 

Mr. Leach. Thmik you, Mr. Chairman. 

Let me just say that the chairman of this committee deserves a 
great deal of credit for pursuing this investigation. I welcome the 
witnesses before us, althoi^h it is not a happy day to have ^em. 

At issue are really two kinds of questions. One relates to simple 
bank fraud. How extensive and how pervasive was it? In that 
sense, it appears to be a very substantial bank fraud. 

The second question goes to the constitutional process. If this 
bank fraud occurred with the winking of sm eye, if not the intent 
of tile administration in office at the time, then there is a constitu- 
tional problem when a foreign policy endeavor is advanced by al- 
lowing funds to go to a particular country for particular enteiprises 
without congressional or constitutional authority. If that is the 
case, we have a far bigger story than simple bank fraud. Even 
though, as a bank fraud case, it is still rather dramatically signifi- 
cant. 

I welcome the perspective of the witnesses and recognize that 
they are going to be under the gun in terms of consiston<^ with 
their testimony over time as well as their perspective today. 

Thank you, Mr. Chairman. 

The Chairman. Thank you. 

Our first witness es Mr. Christopher Drogoul. I w^ted to thank 
him for his willingness to appear. He is accompanied l^ counseL 
But l wanted to advise that proceedings under the rule, that we 
will invoke under the House rules, rules 10 and 11, investigative 
hearings on the part of a committee, do not mean that these pro- 
ceedings are either judicial or invested with any type of judicial 
trappings or power. After all, we have definite constitutional limi- 
tations. However, invoking rules 10 and 11, we will swear in the 
witnesses, and counsel is permitted to accompany the witness, not 
to testify, and such is the case where the counsel is readily avail- 
able to counsel with his client. So, Mr. Drogoul, if you will stand 
and raise your rig^t hand. 

[Witness sworn.] 

The Chairman. Thank you. You can, then, now consider yourself 
to be under oath. 

I also wanted to thank you for having submitted your prepared 
testimony in writing. It is something that we deeply appreciate 
when we have hearings of this kind, and we ask the witnesses, if 
possible, to prepare their testimony. 

So without any further ado, we will recognize you, Mr. Drogoul, 
to present your testimony. 

Now, let me say this, that unless there is objection, your written 
testimony will appear in the record exactly as you gave it to us. 
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and then for the purposes of your verbal or oral presentation, you 
may wish to summarize, or you may proceed as you deem best. 

TESnMONT OF CHRISTOPHER DROGOUL, FORMER MANAGER, 

BNL.ATLANTA 

Mr. Drogoul. Well, first of all, I wanted to thank yom Mr. 
Chairman, for giving me the opportunity to appear today. That I 
think needs to be said first and foremost. 

As to my statement, I think the document that you have is prac- 
tically the document that I have, except that we nave added a few 
more elements that may be of interest to the committee. What I 
submitted is a long document, so if vou feel it is not necessary for 
me to read it in its entirely, I can abbreviate it. 

The Chairman. That will be fine. 

Mr. Drogoul. All rig^t. So I will just abbreviate it. 

name is Christopher Drogoul, and I think before I start to 
read the salient points from my prepared text, I need to make the 
following points which we can address later on in the statement. 

BNL-Atlanta was no more, no less than a tool of the United 
States and the Italian Government used to carry out foreign policy 
toward Iraq and other countries. 

To look at the BNL matter and to consider it to be strictly a 
banking matter is a big mistake. There were so many different ele- 
ments involved in the business that we were doing that one has to 
consider it to be a foreign policy matter and not a banking matter. 
I think that addresses to some extent Mr. Leach’s comments. 

1 would like to highlight four items to support the position that 
I just mentioned. 

Number one, just prior to the November 1988 Presidential elec- 
tion, I attended a dinner held in Washington DC at a Lebanese res- 
taurant, together with my colleague, Mr. von Wedel, and where 
there were gathered representatives of both the Iraqi Government 
and the United States to discuss taxpayer-backed loans to Iraq. 

I heard a USDA official urge the Iraqis to sign up for more CCC- 
backed loans prior to the election, saying that in the event that Mi- 
chael Dukakis were elected and George Bush defeated, then the 
Democrats, quote, “will cut you off,” luiquote. So the message to the 
Iraqis was clearly, come to Washington, sign up for the program 
prior to the elections in November of that year. That si^aled to 
us that we were talking about politics more than just grain, grain 
guarantees that were being issued. 

Number two, a fairly close Mend of King Hussein of Jordan who 
acted as a middleman in all of the transactions that we were in- 
volved in, an individual by the name of Mr. Wafai Dejani confirmed 
to me that he had an ongoing relationship with the United States 
intelligence agencies. I don’t mean to say that he worked for the 
CIA or any other intelligence agency, but I would choose the word 
“with,” I think that is the word he chose. He said I work with those 
agencies when it is convenient and necessary for us to do so. 

This past weekend I remembered Alan Fnedman’s book entitled 
“The Spider’s Web.” which I think is comiim out this week, and he 
details Mr. Dejwi’s relationship with the CIA, and apparently the 
former NFC official confirmed the statement that Mr. Dejani him- 
self made to me. 
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Mr. Dejani confirmed in his — ^to me also that he had a close rela- 
tionship with the State Department, and, of course, the USDA as 
well. On one occasion in 1989 following the search of BNL-Atlanta, 
1 was present with Mr. Dejani at his home in Georgetown and I 
noticed that he received a telephone call from Paul Dickerson of 
the USDA. In that conversation, Mr. Dickerson told Mr. Dejani 
that the White House was only going to approve $500 million of 
taxpayer-backed loans for the coming year, rather than the original 
$1 billion amount that was requested. 

Mr. Dejani told Mr. Dickerson that the figure was unacceptable 
to the Iraqis and to provide aiwthing less than the $1 billidn would 
result in complete rmection. Ihat to me sij^led that Mr. Dejani 
had a close relationship as well with the USDA, which I knew all 
along from previous conversations. 

1 think the other point that I need to mention is that I came to 
understand that Kissinger Associates, and more particularly Heniy 
Kissinger, was the architect of the United States foreign policy ac- 
cord to Iraq in one sense. I will elaborate on that point later on 
when I go into specific details. 

The last point is that in 1989 when I was with the Director Gen- 
eral of— or one of the Directors General of the Ministry of Industry 
in Iraq, I noted to him that we were being — we seemed to be 
trailed and followed by a lot of intelligence people. I quite bluntly 
asked him, I said, well, you know, it seems that we are being fol- 
lowed bv people, and it seems that we are being watched. There ap- 
pear to be intel%ence peo^e in the shadows. 

Previously, when I dealt with CCC transactions exclusively, I 
didn’t notice that. We were doing business with the big grain com- 
panies and others, but I didn’t notice the shadow activity. Once we 
started to become involved in the medium-term loans, I clearlv 
identified shadow activity and Mr. Ali said to me in essence, I don’t 
know what you are worried about, we have been working with the 
U.S. intelligence community, and specifically, he said, the CIA for 
a number ot years and they follow our activities on a regular basis. 
He seemed to suggest that I was being silly to even mention the 
matter. 

So from that little conversation, as well as with others, I realized 
that what we were doing was somehow being tracked by the U.S. 
intelligence agencies. 

I have been hopefiil over the past 4 vears that I might get an 
opportunity to speak concerning all of tiiese matters, and really I 
have not had the chance to do that, and I — ^although 1 bad intended 
to do so at my trial, 1 will do the best I can at this point, to be 
as forthright and complete as I possibly can. 

I was the manager of the Atlanta agency of BNL from 1984 imtil 
1989, as the committee probably is aware by now. I managed the 
bank in accordance with my instructions from my superiors in 
Rome. When criminal charges were being considered in connection 
mth the activities of that branch, the bank took the position that 
it was a victim of the actions of the Atlanta agency. That is another 
thing that galled me, it really, it struck me. 

At the time of the search, I was in France on vacation. After 
learning of the search, I returned immediately to the United States 
to deal with the potential problems which mig^t arise from Ae 



5 


search at the Atlanta office. Just prior to my return, I met with 
representatives of the Iraqi Central Bank who assured me that I 
should not be concerned at all. 

One of the questions that was raised by the Italian Senate was 
why I went to visit the Iraqis. Why didn’t I talk to the Americans? 
Why didn’t I speak to the Italians? Well, it was clear to me by then 
that the Italians and the Americans knew clearly what was going 
on, that the search had taken place, and it seemed to me that the 
only people who potentially were not aware of what was going on 
were the Iraqis, and so I felt as a courtesy they needed to be ap- 
prised as well. So that was the purpose for that little trip. And I 
will talk about this later on. 

But in the debriefings with Mrs. McKenzie and the Atlanta task 
force, there was an attempt to put an entirely different cast on that 
meeting. 

It had been the bank’s position to me over the years that lending 
between the Atlanta ^ency and the bank was known to the United 
States, and that any irre^larities would be resolved with the pay- 
ment of a fine by the baim. Indeed, I was assured of that in a con- 
versation that I had with Pietro Lombardi in New York when I re- 
turned first to New York, after the raid. 

But in addition, I was also assured by my knowledge that the 
General Director of the bank. Dr. Pedde, and other officials of BNL 
with whom I had had ongoing discussions about the Iraqi business, 
knew of my activities, discussed my activities, and would in no way 
all of a sudden turn their backs on me. But in fact, that is what 
happened. 

Alter the search of the bank in August, I became aware that the 
investimtion by the U.S. attorney’s office in Atlanta was focused on 
my stem and myself. 

It has always been my view that the political power of the Unit- 
ed States and Italy reached right down to the U.S. attorney’s office 
in Atlanta to ensure that only those associated with the Atlanta 
agency would suffer the consequences of the revelation surrounding 
the search of the agency in 1989. 

I really don’t know whether Mr. Greenspan’s personal visit to At- 
lanta shortly after the search or whether the subsequent direct 
contact by the Bush White House solely contributed to the bias by 
the lead prosecutor in Atlanta, but certainly there was an impact. 

The search revealed that the Atlanta agency had been funding 
a number of countries, not just Iraq, but the Soviet Union, Iran, 

and other countries, in part what some have characterized a ^ay 

book, or unofficial accounting. While some might view that activity 
as reflecting criminal conduct, I would have to say that it was not, 
and it was reallv something that you have to look at in the context 
of what was taking place in relation to BNL-Rome’s directives to 
us. 

The need to hide from some officials, particularly our New York 
office and its general manager, Mr. Sardelli, our activities led to 
this recordkeeping process, which I will explain, if you wish, later 
on. 

With the transferral of Mr. Sardelli in the spring of 1989 back 
to Rome, and with the appointment of Mr. Lombardi to New York, 
Mr. Lombardi being one of the principal people in Rome with whom 
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I was having a dialog about the Iraqi loans, we were now coming' 
into a position where many of the transactions which were off boon 
were now being placed back on the book. I was getting the foraal 
approvals that I had not received in the past 2 years on a piece- 
meal basis and we were working toward putting those loans back 
on the books. That was done with Mr. Lombardi’s recognition and 
approval. 

*1110 search, unfortunatelv, prevented this from occurring. I am 
aware that this process could have prevented the State and Federal 
banking authorities from learning the full nature of our lending. 
However, if any legitimate audits had been conducted, the rail 
scope of our lending would have been easily uncovered, for we were 
not— because the records of the branch reflected much of the activ- 
ity that was taking place regarding Iraq and other countries. 

It was never my intention, and I can also speak for the people 
in my branch, it was never their intention to mislead the U.S. 
banking authorities from knowing the extent of our activities. In- 
stead, I acted to carry out the olnectives of BNL and what I under- 
stood were the objectives of the Italian Government with regard to 
Iraq. And I believe those were also the objectives of the United 
States as a result of the interactions, some of which I have de- 
scribed a few moments ago. 

I have, as you know, men confined to a prison cell since April 
1992, stripped of my assets and compelled to have my wife and 
children live on welfare. And during that TOiriod of time, I have had 
a considerable amount of time to consider the events that took 
place between 1984 and 1991 when I was indicted on the 347-count 
indictment, which you are probably familiar with. 

It is my view that the local United States attorney’s office was 
overwhelmed by political pressure by the United States and Italy, 
by the law firm of King and Spalding, and to a large degree by the 
lack of a competent stmF to investigate and understand really what 
had occurred. Because what had occurred was not properly a bank 
fraud; it was more a foreign policy fraud, if I can use that term. 

To begin to understand the Atlanta agen<y, one must understand 
really what Banca Nazionale del Lavoro is, understand its political 
relationship to the Italian Government, and also one must under- 
stand how Italy conducts itself in business. 

The Italians are not at all similar to Americans when it comes 
to conducting business. They have a little bit of an Asiatic or an 
Oriental view that perhaps is historical and cultural. But in Italy, 
as you know, there was ongoing corruption, and tiie official mecha- 
nisms of government, including BNL, are used by politicians and 
political parties to further the interests of those parties and the in- 
dividuals in Italy. That has been demonstratea in the past IV 2 
years by the Clean Hands scandal that has been evolving in Italy. 

Whetner or not the activities of BNL-Atlanta enriched any of the 
Italian political groups, I really don’t know. I cannot say. But I was 
aware of a certain give and take between the political parties as 
it related to our Iraqi activities. I think that is something that 
should be explored further. But it is a very sensitive issue, espe- 
cially in Italy, as you can well imagine. 

I really don’t want to talk too much more about Italy, but if you 
have any more questions regarding how matters developed with re- 
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gard to, or if you have any more questions regardinji' the Italian’s 
involvement, political involvement in the BNL affair, I would be 
happy to try to answer them. 

I do want to say that I am disappointed, but not surprised, it is 
understandable that Dr. Pedde and the other senior officials at 
BNL who encouraged and endorsed ^e actions of the Atlanta agen- 
^ have taken the position that they knew nothing that we were 
doing. I am not so unsophisticated to realize that this international 
drama that occurred involved small, insimificant players in At- 
lanta, and it seemed that they were sacrificed in the interests of 
major government poli(w. I was aware at the time that the poli^ 
of BNL was to fiirther the foreign policy concerns of both the Unit- 
ed States and Italy. 

I am sure also that the committee is aware, following my coun- 
sel’s subpoena to former President Bush and other officials of his 
administration, that the government approached us about a plea to 
end this matter. Recognizing that my trial would be postponed 
until at least mid- 1994, I foresaw myself again sitting in jail wait- 
ing interminably for this to end. And so really, at the pleading of 
my wife and in consideration of everything, the plea agreement 
that I agreed to accept was entered into remly to spare my family 
any more grief. 

If you wish, I will try to answer the questions that you posed to 
me a few weeks ago, and I will make these brief, because you prob- 
ably have some questions yourself. 

You asked me what my duties were at BNL. I can very easily tell 
you what my duties were, but I think it is important for you to un- 
derstand the background of the people who were working at BNL 
in Atlanta. 

Were they reallv bankers? Were they really international bank- 
ers? Did they really have the exposure and the sophistication to do 
the type of business that they were engaged in? 

I was hired in 1981 as an assistant vice president, and almost 
jvmior lending officer at BNL. And within 2 years I found myself 
as a first vice president and manager. I was flattered, no dodbt 
about it, but in hindsight, I didn’t have the administrative experi- 
ence, the managerial experience or even the lending experience to 
do the task that was properly requested of me. 

I would choose to say also that the people in my office had cre- 
dentials, but they were not the — ^the credentials that they had were 
not suited to the positions which they filled. So really, the office 
was not conrnrised of a bunch of sophisticated professionals; it was 
comprised of a group of people who were well intended, but did not 
have a lot of experience. 

When the branch started to fall into international lending, we 
really were out of our league, with exception perhaps of Mr. von 
Wedel, who had spent 20 years technically handling letters of cred- 
it, but not engaged in international lending. 

I have many times asked myself why someone with little lending 
experience and no managerial experience was appointed to the po- 
sition of manager at BNL-Atlanta. And I can only suggest that at 
the time I was the only one who was perhaps remotely presentable 
for the job, since the competent Italians shied away fi'om taking 
the Atlanta stewardship and there were no Americans in the orga- 
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nization who were available to be appointed at the time. So I would 
have to say that I received the position by default. 

Officially, the duties of a brandi manager are administrative, to 
ensure the smooth functioning and appropriate development of the 
branch’s activities in its designated nine>State business develop- 
ment territoiy which we had. 

However, since the branch was constituted with a veiy small 
capital base of only $2 million, sufficient personnel to properly op- 
erate the branch were not hired. So employees filled multiple posi- 
tions. The manager was also a business development officer, a busi- 
ness development officer was also the credit manager, the support 
trader was also a business development officer, a letter of credit ad- 
ministrator was a business development officer. The operations offi- 
cer was the controller, and so on and so forth. 

In reality, BNL-Atianta was never truly conceived of to be a 
branch. I think it was designed instead to be a quasi-autonomous 
business development office, operating under New York’s umbrella. 
Whereas every other branch in the United States operated within 
its established geographic territory, BNL-Atlanta historically oper- 
ated throughout the United States, and eventually throughout the 
world. 

While every branch, for example, Los Angeles, Miami, Chicago, 
had a designated territory mside the Unitea States, we found our- 
selves traveling all over the United States to do business and then 
to Geneva, to Budapest, to Belgrade, to different parts of Iraq, to 
Oman, to Turkey, which was very unusual. 

I would say also that it was common knowledge throughout the 
BNL system in Italy and throughout the world that BNL-Atlanta 
officials traveled in other branches’ territories, developed business 
in those geographic zones for the benefit of BNL-Atlanta, as well 
as the local branch and for the head office. 

Thus, when BNL-Atlanta traveled to Geneva to develop commod- 
ity business with the international grain traders based there, it 
was common for BNL-Atlanta officers to find a way to develop busi- 
ness for the Geneva branch as well. 

Since most of the Atlanta branch’s business involved head office 
banking relationships with the central banks and the principal 
commercial banking institutions in Eastern Europe, the Middle 
East, and North Amca, it was common for Atlanta officers to use 
meetings with those institutions as forums to develop opportunities 
for the correspondent banking division at the head office, whidi 
means, of course, that the head office was fidly aware of our activi- 
ties. 

Ted Monaco’s statement to the effect that he was not alarmed at 
seeing me in Baghdad is in a sense veiy true. Ted Monaco was in 
charge of the bank’s correspondent banking division in the Middle 
East. He and I happened to bump into each other in Baghdad and 
he testified before the Italian Senate committee that it was not un- 
usual to find me roaming the globe. That was just an example of 
how Atlanta had — I don’t want to use the words “formal authority,” 
but had the opportunity to travel and we were not stopped at all. 

To summarize my activities, and the activities of the branch, 
therefore, I would say that officially I was the senior administrator 
of the Atlanta office, but in reality I was a senior business develop- 
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ment officer of the bank based in Atlanta responsible for develop- 
ment of the bank’s multinational business. 

Atlanta, in a sense, was irrelevant to our activities. Indeed, my 
general manager. Dr. Pedde, repeatedly emphasized to me the need 
to develop strong ties to European and U.S. multinational corpora- 
tions for the baim. He talked about U.S. companies throughout the 
United States and European companies inside the European Com- 
munity. 

If I am not mistaken. Dr. Pedde eventually issued a dictum stat- 
ing that the officers responsible for the development of assigned 
business should travel to develop such business, wherever that 
business was located, rather than the head office officials. So in a 
sense, he was giving authority to officials like myself developing 
business to to anywhere we felt necessary to develop the business 
that the bank needed. 

The second question that you had was related to how I would de- 
scribe the performance and the quality of the various examiners as- 
signed to audit the bank. Here, really, I tried to be objective, but 
I have thought about your question and I think there are many dif- 
ferent ways to answer it. I toink it is inaccurate to consider the vis- 
its — ^and I choose the word “visits”— by the Federal Reserve Bank, 
the State banking department and Pete Marwick to be auditors of 
the branch’s records, for they were not. 

This statement is not intended to insult any supervisory agency. 
It really isn’t. Simply stated, the establishea parameters of those 
entities’ audits did not call for a comprehensive audit. The task of 
the Fed was simply to confirm that Ihe State of Georgia audit re- 
vealed no major problems. And thus, their audit of BNL usually 
consisted of a 1- or 2-day review of the State of Georgia’s prelimi- 
nary results, followed by a cup of espresso in the manager’s office. 

We had a nice little conversation and after 15 or 20 minutes, 
th^ went back to the Federal Reserve Bank building. The State 
of Georgia’s examiners developed credit folders in lending to a par- 
ticular company, a financial institution or a country, without any 
thorou^ confirmation of the details reported on the branch 
records. 

The role of the State examination was not designed to verify the 
branch’s records; that responsibility apparently rested on the shoul- 
ders of the bank’s internal team of inspectors. 

The Pete Marwick examination was nothing more than an exer- 
cise to place an independent auditor’s imprimatur on the branch’s 
yearend results, and Pete Marwick’s audit consisted of a verifica- 
tion of the assets on liabilities recorded on the branch’s books at 
the close of the financial year, without any examination of the un- 
derlying records. 

So in the case of the Pete Marwick examinations, by the 3rd or 
the 4th year of such a review, the procedure became so banal that 
neither Pete Marwick nor B^-Atlanta considered the audit to be 
anything more than an exercise in protocol. 

The audit performed by BNL’s internal auditors was comprehen- 
sive and thorough. I believe it was the Italian Senate that used the 
word “tamed,” and I would have to concur. Had that audit not been 
tamed, all the branches’ activities would have been revealed. 
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1 mean, I really have to look back now and I almost laug^, and 
I don’t mean to be — don’t mean to lau^. But they dun and they 
dug and they dug, but th^ didn’t look at any of the documents, 
any of the documents, that would have shown any of the branch’s 
Iraqi activity. 

Had they looked at the Morgan Guaranty statements, had they 
looked at the Rafidain Bank statements, had they looked at the 
Central Bank of Iraq’s records, they would have seen the extent of 
the activity taking place at BNL-Atlanta. But for reasons that I 
really could not explain, during the first audit, they didn’t do that. 
By the time the second audit took place, I realized that they — ^well, 
I concluded that they were not to look at those things. 

So I consider the internal auditor’s omissions to be an intentional 
oversight. But by 1989, I assumed that BNL’s own internal audit 
team would not uncover any wholesale — there would be no whole- 
scde unearthing of the relationships between Atlmita and Iraq. 

Having made this statement and seeming to perhaps disparage 
the auditors in Atlanta, thou^, I reflect upon many conversations 
that I had with bankers from New York, my cofleagues in the 
bankine community in New York, and I remember many, conversa- 
tions where they constantly STOke to me about the New York au- 
dits that they had to endure. For they were subjected to numerous 
State and F^eral agency audits. All of these bankers discussed the 
thoroi^ness of the New York audits, so perhaps the Atlanta audi- 
tors simply viewed their responsibilities differently than those of 
the New York auditing teams. 

Personallv, 1 don’t believe that the activities of the Atlanta office 
could ever nave developed in New York, because in New York pui* 
activities would have been exposed instantly by the Fed, by the 
State, probably by our own bank’s internal auditors. 

Your next question really related to the extent of knowledge tiiat 
BNL-Rome officials and BNL-New York officials had regarding our 
CCC and medium-term lending credits to Iraq. 

I think it is important to understand that m most instances, ap- 
provals to extend credit or to engage in a transaction came in 
verbal form from BNL’s regional management in the form of a tele- 
phone call, and sometimes directly by a telephone call from Rome. 

The bank is structured in such a manner that it is really impos- 
sible to put all the paperwork through and obtain a timely re- 
sponse for a customer. iVaditionally, what we would do if we had 
an opportunity to lend to a customer that we felt was creditworthy 
and worthwhile, we would telephone or communicate by Telex, usu- 
ally by telephone, our regional office in New York or directly our 
people in Rome, and lay out the transaction to them and wait 24 
hours for a reply. 

I think what I would like to do is illustrate only one example, 
though, and this is the one that relates to our initial Iraqi trans- 
actions with the CCC. As is well documented, we received our first 
formal approval for $100 million from Rome, and we were per- 
mitted to encage in lending to Iraq under the CCC Program. 

The second year when I was in New York in a conversation with 
Dr. Florio at a dinner that we were both attending, we were dis- 
cussing the impact upon the branch that the CCC Fto|[ram had the 
previous year. In particular, we were discussing the prior year ease 
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approvals for the extension of Mexico for the CCC and Iraq, and 
I had indicated that «ven the low, low risk associated with these 
transactions, we at BNL-Atlanta wished to continue that same 
lending to those cotmtries as well as to others. 

I had mentioned to Dr. Florio that the CCC had recently ac- 
corded significant marantees to Mexico and to Iraq for the United 
States Governments new fiscal year, and on this occasion I specifi- 
cally sought his verbal approbation to lend anew to those countries. 
His reply, which I remember quite distinctly, is that although he 
too saw little risk in lending under CCC, the International Division 
of BNL, and he especially, were under pressure from political 
forces, at that time unknown to me, and uiat those forces would 
use any increased lending activities to Mexico as a weapon against 
the International Division, and against him in particular, since the 
New York branch had in years past lent substantially to the Mexi- 
can public and private economic sectors. 

On the subject of Iraq, Mr. Florio made no particular objections 
to further lending commitments to Iraq under the CCC Program 
and inquired about my specific intents. Duly noting that BNL-At- 
lanta had not been successful in obtaining full utilization of our fa- 
cility in favor of Rafidain Bank, and that we needed to offer a con- 
siderably larger facility than that of the previous year in order not 
to be squeeze out by the banks involved the prior year. 

To sum it up, I don’t want to go on and on, but to sum it up. 
Dr. Florio, in essence, told me to go ahead and to follow up later 
on with a formal request to make the line available to us. 

It took us about 4 months to finally do that. And by the time we 
had done that, Rome had changed its mind with regard to Iraq in 

f eneral. And even though he knew I had made the commitment, 
ecause my assistant, Mr. Galiano, in my office was having a dia- 
ler with his coimterparts in Rome about the proposal itself. Dr. 
Florio told us that we couldn’t any longer lend to Iraq. But we had 
already made the commitment. And so we continued to lend. 

Because when you have a relationship with a government, you 
just can’t all of a sudden pack your bag and walk away, especially 
if we represented the Italian Government, which I felt that we did. 

I would say that in hindsight I should have called Dr. Florio di- 
rectly and confronted him with the situation, but as in the past, 
I assumed that the delay that Rome was referring to would be tem- 
porary since Rome had always in the past delivered upon our re- 
quests, although many times 6, 8, 10 months later. 

By the time I got to talk to Mr. Florio later on about the entire 
matter, Mr. Florio’s position was on the line. His entire division 
was just about to be disbanded. And when I did approach him fi- 
nally, he told me that the matter of Iraq was insignificant in com- 
parison to the fate that was awaiting the International Division in 
several months. Indeed, several months later, with the new admin- 
istration that came in as a result of a change in government in 
Italy, Mr. Florio was gone, the International Division was gone, the 
building that the International Division was formerly housed in 
was up for sale, and there was a complete structural cnange in the 
bank. 

We were completely perplexed at that point, and didn’t know 
what to do, but we do know that we had a relationship with the 
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Government of Iraq, we had a relationship with the USDA, and we 
continued to lend. We did not, however, hide the loans at that 
point. We just continued to continue lending and reflected tiie loans 
on the booKs well in excess of the established credit line. 

In addition, once the change in Rome had taken place, there was 
a diange really throughout the North American area as well. My 
previous generid manager, Mr. Guadagnini was asked to leave, and 
Mr. Sardelli was appointed as his successor. 

Once Mr. Sardelli was installed as the new North American 
manag^er, it was unclear to me, as well as to all the branch man- 
agers in the United States, whose political interests Sardelli rep- 
resented, and because he was critical in the extreme of Mr. 
Guadagnini’s prior management team, its lending activities, and its 
administrative practices, as well as its objectives. In concert with 
Dr. Pedde, he seemed delisted in criticizing the network in North 
America. So frankly we hdd back a little bit in Atlanta. We didn’t 
know how to deal with the situation. 

After a period of months, however, we made a strategic alliance 
with Dr. Pedde, who informed us that we should deal directly with 
Rome and not with the regional management in New York, except 
for administrative matters. And so from that point on, our relation- 
ship switched from being a relationship of a small branch to a larg- 
er branch in New York to being a branch that reported to Rome. 
So our dialog at that point became one with Rome. 

Throughout the course of the following 2 or 3 years, our activities 
with regard to Iraq, with regard to the loans that we were engaged 
in, were well-known to people in Rome. I will discuss the names 
of the people and the way in which they knew later on when you 
ask me questions. 

I am going to try to shorten this a little bit for you, Mr. Chair- 
man, because I know you have other obligations. 

The next question you had asked whether or not we had any rea- 
son to believe that any part of the United States, Italian, or U.K 
Governments were aware of the CCC or MTL loans to Iraq prior 
to the BNL raid on August 4, 1989. 

I think I addressed that in my opening comments, but there are 
a few points I would like to address. Number one relates to the ac- 
tivities of Matrix-Churchill, which was an Iraqi company purchas- 
ing technology for the Government of Iraq and the activities of its 
president, Paul Henderson. Paul Henderson, as you know, was the 
president of Matrix-Churchill; he is an Englishman, and as you 
also know, he was or is linked to MI5 and MI6, the British intel- 
ligence services. 

On visits that I had, and I don’t want to use Mr. Henderson’s 
name here because I did not have conversations with him about 
this, but on visits to London that I had with Mr. Habobi who ran 
TDG and Matrix-Churchill, it was made plainly apparent to me 
that the United States intelligence services, the English intel- 
ligence services, and he mentioned — he didn’t mention the Italian 
intelligence services, he just mentioned the Italian Government — 
were aware of the activities in which we were all engaged. I can 
answer more questions, but I thought I would say that Briefly. 

As far as the United States, I think I also touched upon that All 
our loans — all of the loans that we had regarding the CCC were re- 
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corded by the USDA. On many occasions when we were at delega- 
tion meetings in Washington at which the Iraqis were present, 
there were always people fVnrn the Commerce Department partici- 
pating in those negotiations. 

In addition, as I mentioned before, Mr. Wafai Dejani was clearly 
aware and close to people at Commerce, State, and Agriculture, 
and he made me aware that the State Department and Commerce 
and Agriculture were knowle^eable about our activities. 

As a followup later on, you may wish to ask me questions about 
Mr. Toler, Mr. Chandler, and others who became involved, who are 
people who represented themselves to be with the U.S. intelligence 
services, and who were part of what I will call that shadow group 
that came in to BNL once we engaged in medium-term lending ac- 
tivity, not the CCC activity. 

I think another important thing to mention is that every time 
that I traveled to Baghdad, 1 received telephone calls from Mr. 
Larry Panasuk’s secretary, who was the United States agricultural 
attache to the United States Embassy in Iraq. For some reason, al- 
though I had never contacted him, he was very familiar when I 
made trips to Baghdad and I never told the USDA that I was mak- 
ing those trips; I just made my trips. He knew in advance tiiat I 
was there and he tried to contact me on many, many occasions. 
Somehow he knew. 

I have no evidence that either Ambassadors Newton or Glaspie 
knew of the purpose of my trips to Bagdad, but I was introduced 
to bot^ while I was in Baghdad, once at a luncheon hosted by the 
Canadian Government and another at a reception in 1989 where 
I was introduced very brieflv to Ms. Glaspie. 

I think when you put all of these factors together and you put 
the names of all of the people together who were involved with the 
United States Government, and when you consider the fact that 
there was so much telex traffic, so much telephone traffic between 
Iraq and the United States, it becomes clear, certainly we felt in 
Atlanta that the United States knew everything that we were in- 
volved in. 

I also believe that the foreign policy of the Reagan and Bush ad- 
ministrations’ favored Iraq, and that the CCC Progpram was a vehi- 
cle used to further that policy. This was imderstood to me and 
made clear to me in a comment by the USDA official who told the 
Iraqis just before the 1988 Presidential election that the Iraqis 
needed to come to Washington to finalize their allocations prior to 
the elections. 

It is also my belief that many of the companies doing business 
with Iraq under the medium-term or Industrial Loan Program had 
relationships with the intelligence services. Among these compa- 
nies were Lummus Crest. An individual there related to me tnat 
he had relationships with the intelligence services, Hewlett Pack- 
ard, Bechtel. 

I am aware that an individual by the name of William 
Muscarella was visited by the CIA in connection with his activities 
to build a carbide plant in Iraq. 

So when one puts all those factors t^ether, we felt, 1 will use 
the word “comfortable,” that the U.S. Government was aware of 
our activities from the beginning. 
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Your next question asked whether or not we had any reason to 
believe that the commodities purchased by Iraq with CCC-guaran- 
teed loans were delivered for military goods. 

To be honest with you, at the time I really didn’t think about it 
I mean, I thought that the CCC Program was a C(X! Program and 
that we were shipping commodities, especially when you consider 
that we were shipping cprain not just to Iraq, but to various dif- 
ferent parts of the world under the CCC Program, whether it was 
Yugoslavia or Turkey or Algeria. 

But I have had occasion — first I will say it is not inconceivable, 
given the way the goods were shipped and then transshipped, that 
such a practice could have taken place. But recently I have learned 
that a BNL executive in Italy acknowledged that such activities 
were taking place. More than that, thou^, I really cannot com- 
ment. 

I think it is important also— my counsel has just mentioned to 
me — I found it peculiar, it was not peculiar to find a company like 
Cargil or Continental Grain or Louis Dreyfus doing business under 
the CCC Program. But as the years progressed in Iraq, we found 
all sorts of little companies that we knew nothing about, but once 
we explored them, foimd that they had industrial business and lio 
agricultural business, and all of a sudden now they were involved 
in the CCC Program to Iraq. We did find that funny. That is very 
true. And I think that that is something that needs to be looked 
at. And if there is any place to find anything, that is probably 
where you will find it. 

Your next question related to any knowledge that we may have 
had about BNL’s relationship with Kissinger and Associates. You 
asked also whether or not we had any direct contact with Kissinger 
and Associates, or whether anyone else at BNL ever discussed uie 
CCC loans or MTL loans regarding Iraq vath Mr. Kissinger. 

Again, I would have to say that my awareness of what Kissinger 
and Associates knew was developed probably after 1986. I was 
made aware on a trip to Italy where I attended a business develop- 
ment meeting for the international managers that Mr. Kissinger 
was a member of the bank’s advisoiy board. At that time, I think 
shortly after he was appointed, he gave a nice little speech to the 
assembled crowd in Venice, and that was the first little trigger that 
went off in my head. 

Following that, as we became involved in the medium-term lend- 
ing, it became clear to us that the people at Kissinger and Associ- 
ates were somehow assisting clients of Iraq in fiirther developing 
business. 

On one occasion, in fact, I remember that a member of Kissinger 
and Associates went to Iraq, if I am not mistaken with a member 
of the Iraqi-American Business Forum to discuss business relation- 
ships and the furtherance of business ties between the two coun- 
tries. 

So by the time we moved into the 1988 period or early 1989 pe- 
riod, it was fairly clear to me that Kissinger and Associates’ people 
were involved in some way in trying to enhance and develop a rela- 
tionship between Iraq and the United States. I really shouldn’t go 
farther than that, because the rest is probably speculation. 
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The other wav in which we were familiar with Kissin^r and As- 
sociates was through an individual by the name of Lawrence 
Eagleburger, a name that I think is familiar to you. We in Atlanta 
developed a relationship with a Yugoslav bank by the name of 
Yugoslaska Banca, whicn eventually opened a brwch or a subsidi- 
aiy, I should say, in New York. I was, familiar with Mr. 
Eaglebuiger’s name, of course, through his prior activities when he 
was in the State Department as Ambassador to Yugoslavia. But 
when I spoke to the people at Yugoslaska Banca in Ubana and in 
New York, they were veiy clear about the role that Mr. 
Eagleburger played in helping them establish their subsidiary bank 
in New York. 

I don’t want to suggest from that tbat there was anything wrong 
with that. I am just trying to tell you that that was something t^at 
was made very clear to us, 

I think the otiier thing that I should mention is that again, in 
a conversation that I had with Mr. Dejani, who was a person who 
knew the circles of Washington, he noted to me in 1989 when I 
highlighted the point that Kissinger and Associates’ people seemed 
to be in every— not in every, but in many of the transactions in- 
volved in meoium-term loans, that Kissinger, of course, he said, is 
the architect of foreign policy in the United States. You know that. 
That was his statement to me. 

So again, when you put all of those facts together, one can real- 
ize that the Kissinger group had a certain influence on what was 
taking place. 

Your next question relates to the Justice Department’s handling 
of the BNL investigation, why I withdrew my original plea a^e- 
ment and whether I have any comments on Ju^e Lacey’s BNL 
report. 

Well, I could go on on that subject for a long time. But I tbink 
the first thing I need to say is that when I returned to the United 
States in 1989, I really was prepared to discuss openly with the 
task force the matters involving Iraq and BNL, but was not really 
able to. And I would say in fairness to them, they did not want to 
talk about the issues at that time, because they didn’t know 
enouib about what they were investigating. 

But by the time we moved from the initial stages of tbe search 
in August to maybe November or December of mat year, it was 
clear mat they had taken a position. I never really understood — 
to this very day I don’t understand why they failed to look at the 
bank and failed to — and soufbt to focus exclusively on BNL-At- 
lanta employees as the people who had conceived ot the problem, 
initiated the problem, and orchestrated the problem in Atlanta. 
They really had, but to look a little bit frirther at the documenta- 
tion between BNL-Atlanta and BNL-Rome to see the pulse of what 
was taking place, and they never did that. They never really went 
to interview the people, not that I expected the people in Iwme to 
be as forthcoming as I would have lik^, but they could have gotten 
a better sense of what was taking place had they done that. So in 
that regard I was really very disappointed about the way the thing 
had developed. 

In 1992, I attempted to cooperate with the U.S. attorney’s office 
after pleading guilty. And this is a question that you specifically 



16 

asked me and you asked me why I pled guilty if indeed I was not 
guilty. 

The explanation is really quite simple. Once again, I had been 
jailed widi no hope of bail, and ,I had been relegated to a Federal 
defender to represent me in a very complicated case. I had no as- 
sets, I owed mv previous attorneys several hundred thousands of 
dollars. My Federal defender was a very nice person, competent in 
her own rie^t in many areas, but after 1 year she had a hard time 
understanomg what an international letter of credit was. 

Faced with the view that my defense team would really not be 
able to understand at all what it was that we were involved in, and 
given the proposal by the U.S. attom^s office to plead guilty and 
cooperate, in an offer to receive a reduced sentence, I went down 
that road initially. It was my intention really to cooperate and ex- 
plain some of the things that I have explained here today to you. 

Unfortunately, by the time 1992 rolled around, the task force at 
the U.S. attorney’s office in Atlanta had formulated a view, cast in 
stone, aiid would not consider any changes to that view. Moreover, 
when I was attempting to cooperate, they asked me to tell them 
things that they knew, I believe, and that I knew were not correct. 
And for 4 months or 5 months we went dovm the road where I was 
saying. But that is not correct; you have to look here, you have to 
look were. And their reply would be. Oh, no, no, Mr. Droraul, you 
misunderstood. You don’t know that for a fact. This is what took 
place, and this is what we want you to say. We don’t want you to 
say this. But can’t you see that this is what took place? Dwis is 
what took place. 

Finally, after several months of that kind of conversation, I con- 
tacted my sister because I was veiy upset There was no way that 
1 was going to stand up and give credence to a story that I felt was 
untrue. And fortunately, my sister was able to contact a noted at- 
torney in Atlanta by the name of Mr. Bobby Lee Cook, and I think 
perhaps the rest is history. 

He brought forth severm documents that showed that the govern- 
ment’s case was really not as strong as they suggested. It was a 
very — ^I was veiy fortunate, to be honest with you. I was very fortu- 
nate. And I don’t mean this to praise you because I am nere in 
front of you, but I have to say quite honestly and openly that if it 
were not for your efforts, if it were not for the efforts of Judge 
Shoob, if it were not for the efforts of Mr. Cook and a few others, 
I really doubt that this entire matter as it relates to me would have 
ended up as it has. I really believe that I would have been locked 
away forever. 

So I have to thank each and every one of you for that, honestly. 

There is one more thing that I should mention and then I will 
wrap it up for you. I think also I need to discuss for you the issue 
of the bank’s role with King and Spalding in trying to influence the 
Atlanta task force. I think there was a lot of that going on, and I 
think that, to me, it is just outrageous. It was an outrage the way 
that entire matter was handled, and to this very day my good 
friends at King and Spalding are still petroling around my waters. 

I felt that the relationship between the task force and King and 
Spalding’s people was much too close. There was not, in my esti- 
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mation, an objective analysis of the bank’s TOsition, and I believe 
that Km|; and Spalding had a lot to do with that. 

And with that, I think I just have to summarize, and forgive me 
for being so long winded. 

[The prepared statement of Mr. Drogoul can be found in the ap- 
pendix.] 

The Chairman. Well, on the contrary, I want to thank you. Of 
course, we are familiar with the course of developments and the 
first attorney you hired, because it was the documents that we re- 
vealed to the Congress that enabled that attorney to at least pre- 
liminarily prevail in what otherwise, you are correct in saying, 
would have been to dragoon you into a hopeless situation. 

As you describe the attorneys. Federal attorneys advising you on 
what you should say, you were incarcerated at uie time, you were 
in custody, were you not? 

Mr. Drogoul. Yes. I was. 

The Chairman. All rig^t. The sad, lamentable thing of this whole 
deal is that we have become corrupted in our countiy. I have had 
the privilege of serving in this Representative capacity in the U.S. 
House of Representatives for 32 years, so I have served with about 
eight Presidents, and I have very diligently observed the various 
and sundry Attorneys General. But I think the most corrupt Jus- 
tice Department that I have witnessed was tiie immediate past 
one. I have said this before, and I have no reason not to repeat, 
as to what this present Justice Department does, they have not yet 
filled the migority of the positions. So the same hands that were 
there a year ago are still there. 

Mr. Drogoul. I would agree with that. 

The Chairman. And so they will have to answer to a judgment 
as they write their own ticket in pursuance of this charge in their 
4 years that the people have given them. 

You made a very interesting comment about how this was not a 
bank fraud failure, but a foreign polity fraud. Well^ let me point 
out that when we started out— and the first hearing we had 3 
years ago, we are luckier today. We didn’t have one member at- 
tending the hearing. And the reason for that hearing was that it 
was the first opportunity we had after going through the ordeal of 
the so-called savings and loan developments, but it was a small, 
little notice in the Wall Street Journal in 1989, reporting that a $2 
billion letter of credit had been issued to Iraq that aroused my at- 
tention. 

First, I said, my gosh, Atlanta is really getting up there at the 
top. Ordinarily that amount, I would say, would be a New York 
bank. So then we were so immersed, though, in the BNL and all 
that was attached to it, and we don’t have the staff; we have very 
limited staff. 

So when I asked the question, well, what is this bank, it really 
took some time before I found out and became educated as to the 
(fifference between an agency bank and a branch and, of course, the 
line of activities. But we continue corrupted in our ways. You 
would think we would have learned by now about the commodity 
credit guarantee corruption. 

Yesterday we had a hearing on NAFTA, and we had the commis- 
sioner of agriculture from the great State of North Dakota. Rig^t 
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now the taxpayer is facing over $1.2 billion worth of guarantees to 
Mexican banks, and remember that when we went into the hearing 
and saw Iraq, number one, eveiybody forgets that, number two, 
using that g^rantee program was Mexico. But the testimony yes- 
terday was incredible. It is the same thing happening now that 
happened with respect to Iraq. 

So what I told the gentlelady commissioner was, well, you know, 
I smiled because we have gone through all of this that you are re- 
citing in the case of Iraq. 

So the other thing is that when we did go in and discover that 
one — there were three aspects beyond the banking. One was the 
agriculture, the Commodity Credit Guarantee Program, so we im- 
mediately referred that to our colleague in the Agriculture Commit- 
tee. In our system in the House, we have veiy compartmentalized 
jurisdictions. In the case of the foreign policy, which again, we re- 
ferred to the counterpart in the Foreign Affairs Subcommittee and 
the chairman of that subcommittee, who incidentally had been 
speaking out on some aspects of those dealings. 

But the fact that out of 347 counts, a plea bargain after your in- 
carceration of longstanding, and there is not an American in this 
room who can appreciate mat like some of us who haven’t gone 
throu^ that, but have had witness to Americans that have, it is 
a horrible experience to have the full wei|ht of the Federal Govern- 
ment reaching all the way down to the local levels and having a 
prosecutor bent on pernicious and prosecutorial prosecution. And 
unless you are able to summon $1 million to obtain the best legal 
talent, there is no way. 

So even at that on 3 counts, out of 347, indeed, you have been 
luc^. But still, I think it is a shame. I think it is a clear indict- 
ment of us in our society and our government at this time in our 
history, and I don’t care whether that sounds harsh or not, that is 
the way it just looks, as plain and limpidly plain as anjrthing I 
have witnessed. 

And I think that the only thing you haven’t answered — ^and I will 
recess for a few minutes to go take this second vote, and I will 
leave this question here— that has to do with one of the United 
States Attorney’s office listed accusations about supposed payments 
that you and your family were supposed to have received by virtue 
of ofi-book loans to Iraq. The accusation was that you had benefit 
of $2.49 million. 

So I will leave you with that, and we will recess for about 10 
minutes to go and record our vote. 

Mr. Drogoul. Thank you, Mr. Chairman. 

[Recess.] 

The Chairman. Mr. Drogoul, we left with that question. 

Mr. Drogoul. I will tiy to answer that question as quickly as 
I can and answer it as honestly as I can. 

I did not receive any kickbacks at all from any customer that I 
dealt with. I did, as a result of a problem that I had with my home, 
however, have to rely on a friend who worked with a company that 
we did business with at Entrade and borrowed fri>m him amounts 
of money as they were required to finish up my home, because the 
contractor that I was working with had absconded and fled to an- 
other country with the money that we had initially given to him. 
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But that, and that figure probably comes to something in the area 
of $300,000, $300-and-something thousand. 

But initially, I think I should start by saying that the govern- 
ment and the bank began with me in Au^st 1989 saying that the 
entire medium-term loan agreement nun^r four was for my per- 
sonal benefit, and that comes to $1 billion. After that, they reduced 
the figure to $500 million, and then they reduced the figure to $109 
million which represents the monies lent out to Iraq under the op- 
tion C portion of the medium-term loan agreement, and then we 
didn’t hear anything for a while. 

Finally, the government compiled a list, and I think this is the 
list you are referring to, detailing $2.5 million in sums paid. The 
majority of that related to travel and entertainment expenses paid 
by the branch under the gray book for expenses related to travel, 
not just my travel, but Mr. von Wedel’s travel, Dejani’s travel, all 
my staffs travel and that was included on a page of expenses that 
supposedly were for my benefit. 

They listed, for example, American Express cards that I don’t 
even have. This is another point that was mentioned, as well. In 
their zeal in their attempt to try to make a case, they said that the 
company — a company by the name of Entrade rented a house for 
me in Southampton, New York, which is not correct at all. 

The point of the matter is that I went to New York and spent 
6 or 7 weeks with my family there visiting family who live in New 
York City, family who live in New Jersey, and lamily who live in 
Westchester County, and during the course of that time I spent an 
amount of time at Southampton, but the house certainly was not 
rented for me or for my family. 

Those are embellishments that the government has tried to bring 
about now that the case that th^ are dealing with has really been 
diminished to almost nothing. So in summaiy, I reiterate, I have 
not received any kickbacks. 

I think lately they have been — ^the government has been attempt- 
ing to suggest that I received amounts between — ^I don’t even know, 
$2 million, $4 million, $8 million, saying these are monies that 
were paid for my benefit in Europe, and mat is not true. It is the 
first I had heard of it. But I take it for what it is worth. It is the 
government’s attempt to try to put on their best show at this time. 

What I received, I think I just mentioned previously, and that is 
those were sums to help renovate my house in the 1987-1988 pe- 
riod, and Aose were not really to be considered kickbacks, those 
were genuinely going to be repaid by me over time, it just that I 
never got to that point. August 1989 occurred and the events that 
we are all familiar with transpired. 

The Chairman. Let me ask you another question with respect to 
the banking practices. BNL on its own, because I don’t know of any 
bank that does go out and expose itself in these amounts by itself, 
doesn’t it do what is commonly defined as syndicating wim other 
banks and throu^ other banks some of its loan exposures? 

Mr. Drogoul. I think that is a question that has to be answered 
in two ways. Traditionally, BNL has not been a bank that has syn- 
dicated in any great manner, shape, or form. As you question my 
colleagues, you can ask them perhaps what their experience is on 
the matter of syndication. We had tried from Atlanta to become in- 
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volved in syndications, or to s^dicate, using the bank’s name, and 
the bank in Rome was very reluctant to allow us to syndicate. That 
is just a general statement. 

I think your other question is really linked to the Iraqi facilities, 
perhaps, and why it was that those facilities were never syn- 
dicated. 

We in Atlanta attempted to syndicate some of the CCC facilities, 
and I acknowledged as much to my people in Rome when we did 
the second of the third year's allocation of the CCC business to 
Iraq. We were not successful, not because Rome didn’t want us to 
do that, we were not successful because we were trying to utilize 
a CCC guarantee as an instrument that could be used to securitize 
a transaction. 

I am certain you imderstand what I mean, but perhaps some of 
your colleagues do not. And we had to wait for written approval 
from the Treasuiy Department to see whether or not they would 
agree to accept a CCC guarantee as an acceptable instrument — an 
acceptable government instrument. And the Treasury apparentlv 
did not feel that they wanted to use their CCC guarantees as col- 
lateral for secured transactions. 

So while there was an attempt on our part to participate iii much 
of the business, we were not able to do it. 

The Chairman. My time has expired and we may have another 
chance and I will follow throu|h on another aspect of that same 
question. Mr. Leach. 

Mr. Leach. Thank you, Mr. Chairman. Mr. Drogoul, I have no 
doubt, given the working^ of the American legal process, that you 
are individually accountable for certain crimes. Having said that, 
I also have vepr little doubt that you are a scapegoat for other 
banking authorities and possibly for the American foreign policy es- 
tablishment. Scapegoating is in this week. 

We had a rather ludicrous example yesterday where the number 
two official of the Department of State is being implicitly held ac- 
countable for the American foreign poliQ^ errors of the last few 
months. 

In American banking law we have an extraordinary tradition 
where at one point in time every bank had a cashier, and if some- 
thing went afoul, the cashier went to jail, but the CEO and ffie 
chairman didn’t. And I feel you are in the great American tradition 
of cashiers going to jail. 

Now, having said that, there are a number of interesting rami- 
fications of this whole BNL circumstance for both banking regula- 
tion, agricultural policy, as well as foreign policy, and there are 
some questions I would like to ask you. 

Did you know Dr. Alfred Hartman, and what was his relation- 
ship with your bank? 

Mr. Drogoul. I believe you are referring to the Chairman of 
BNL-Zurich? 

Mr. Leach. Yes. 

Mr. Drogoul. I did not know him personally. I worked fairly 
closely with the people at BNL-Geneva who reported to him, but 
I do not know him personally. 

Mr. Leach. And so did you know his relationship to BCCI? And 
did your bank have a relationship to BCCI? 
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Mr. Drogoul. I am sony, that was one of the questions that I 
was asked also that I did not answer in my statement. I am sorry. 
Mr. Leach. Yes. 

Mr. Drogoul. You are asking three questions, as I see it. You 
are saying, was I aware of Mr. Hartman’s relationship to BCCI, 
and I think the straightforward answer to that question is no, but 
I will answer it more completely. 

Did BNL-Atlanta have a special relationship with BCCI? And I 
think I would have to say I don’t know. I would ask you to in- 
quire — would ask you to ask Mela Maggi about that question. 
And what do I know about BNL-Rome’s relationship to BCUl? 

I think I will preface everything by saying that I became aware 
of what BCCI really was as early as 1982 or 1983 when Ghaith 
Pharaon purchased the National Bank of Georgia. During that pe- 
riod of time, Mr. Pharaon put in place a management team com- 

E rised of BCCI officials, and they were resident in Atlanta, and it 
ecame very clear to us, since the people with whom I met at the 
National Bank of Georgia, then to become First American 
Bankshares, that First American Bankshares was being, I will use 
the word “managed,” I won’t use the word “owned,” managed by 
BCCI. I mean we met someone by the name of Tariq Jamil and two 
or three other people in the International Lending Division. 

And it was clear what BCCI was at that time. And by that I 
mean that it was clear that BCCI was a bit of an extraordinary 
bank. It wasn’t the usual bank, but then BNL was not the usual 
bank either. 

As our relationship in — ^as our need to purchase funds grew in 
Atlanta, one of the banks that we borrowed from on a regular basis 
apparently was BCCI. The question one has to ask is, was that 
amount of borrowing unusual? Was it abnormal? Was there a spe- 
cial relationship? I really didn’t have any direct link or discussions 
with BCCI officials, except for those people who I mentioned pre- 
viously, and they left and moved to the London office in 1985 or 
1986. 

If I am not mistaken, we were borrowing on a regular basis, and 
again, Ms. Magp can tell you better than I, something in the area 
of maybe $20 million a day? Is that about right? I don’t know that 
that is unusual. It may be that the trading section of BNL-Atlanta 
had a close relationship to BNL-Miami — I am sorry, that BNL-At- 
lanta had a close relationship to BCCI Miami, and because of the 
close relationship, BCCI lent money to Atlanta. 

Mr. Leach. Before my time runs out, I do want to ask you about 
Miami ties. As you know, Ghaith Pharaon was somewhat of a bene- 
factor of David Paul. Did you have any relationship, did your bank 
have any relationship directly or indirectly with David Paul and 
CenTrust? 

Mr. Drogoul. Not that I am aware. 

Mr. Leach. Fair enough. Well, my time has expired. Mr. Chair- 
man, the minority has 

The Chairman. We will give you a little more time. 

Mr. Leach. Fair enough. 

The Chairman. I ask unanimous consent that the gentleman 
may proceed for an additional 2 minutes. 
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Mr. Leach. OK In terms of Hartman, did you have any knowl- 
e^e that he was intimately involved in all of these transactions? 

Mr. Drogoul. No. But I knew that he was a special individual 
at BNL. That is about the extent of what I can say. In other words, 
he had an exceptional relationship at BNL-Rome. 

Mr. Leach. What then was your precise relationship with 
Lavoro? 

Mr. Drogoul. Zurich and Geneva? 

Mr. Leach. Either. 

Mr. Drogoul. We in Atlanta did a lot of business with the grain 
trading companies who were based for the most part in Geneva. As 
I said earlier, whenever we traveled to an area outside of Atlanta’s 
territory, such as Geneva, in addition to doing the business that we 
ourselves sought, we tried to develop ancillaiy business for the 
local branch. Tike BNL-Geneva. So we developed business for the 
Geneva branch on a regular basis whenever we could with those 
companies, but the authority and the answers to the requests to do 
the business came from Zurich always. 

I can add — period. That answers the question. But I think you 
are driving at something else, and I will try to answer it as suc- 
cinctly as I can. Mr. Newman was known to run the unit of BNL 
that reported to no one, if you understand my point. Whereas most 
of the institutions outside of Italy, the units of the bank outside of 
ItaW, reported to BNL-Rome, Zurich had no members of Rome on 
its boara; and it had a lot of autonomy. 

And therefore, the bank was used in Zurich for the purposes of 
Rome’s activities. And I am being very vague, because I don’t know 
of anything particular. But I am just trymg to tell you that from 
the internal grapevine in Rome, it was clear to me that Mr. Hart- 
man had a special relationship with the bank. 

Mr. Leach. Can you tell me, when you had difficult decisions to 
make or large decisions to make, did you receive an OK from any- 
body? Who would you seek an OK from? 

Mr. Drogoul. I would seek counsel from people in three or four 
different sections. The finance area, which was the correspondent 
banking division, if it was related to, for example, the CCC credit 
or an Iraqi credit. If it was a credit for a company like R. J. Reyn- 
olds, I would go to the credit area. I would go at other times 

Mr. Leach. These are in Rome? 

Mr. Drogoul. These are all in Rome. I think I have listed in my 
statement, or perhaps I have not in the statement that you have, 
but I will be nappy to supply it to you, a list of the people with 
whom I had regular dialog in the four principal divisions in Rome 
for approvals to go ahead and engage in transactions. 

Mr. Leach. Well, in sum, would you say that you were not acting 
alone? 

Mr. Drogoul. In substance, you are saying? 

Mr. Leach. Yes. 

Mr. Drogoul. That is correct. There is no doubt about that. 

Mr. Leach. Both in terms of lending activity as well as any activ- 
ity that might be considered illegal? 

Mr. Drogoul. I would have to say that if you are referring to 
not placing the loans of— the Iraqi loans on the books, I would have 
to say candidly that BNL-Rome knew that those loans were not on 
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the books, and while they did not specifically sav take those loans 
off the books because we have a problem, they let me understand 
that that was the the way it needed to be done, and'Wey allowed 
the exercise to go on, until file arrival of Mr. Lombardi who started 
to make a conscious effort to try to get the approvals formalized so 
that those loans could come back on the books. 

Does that answer the question? 

Mr. Leach. It does. Thank you. 

The Chairman. Mr. Hinchey. 

Mr. Hinchey. Thank you, Mr. Chairman. 

First of all, let me say, Mr. Drogoul, I appreciate veiy much your 
being here and your testimony, particularly the clarity of your tes- 
timony, and the courage that you have shown throu^out this 
whole proceeding. You and your family have my profound respect. 

Mr. Drogoul. Thank you. 

Mr. Hinchey. I have had the opportunity in the short time that 
I have been here in the House to read considerdtily in this area. 
There is a great body of material that has been published on this, 
and a lot of it is still unclear to me. But I think that one thing is 
clear, that you have been victimized in a very profound way, and 
I appreciate the fact that you are here now, just prior to a time 
when you are about to be sentenced, is that correct? 

Mr. Drogoul. That is correct. 

Mr. Hinchey. Well, I think that this is one of the most extraor- 
dinary episodes in American history, and I think that it indicates 
a degree of corruption at very hij^ levels in our government. I 
think that your expression of gratitude a few moments ago to our 
chairman was very well placed. 

I can think of no one who has done more to keep this issue before 
the American public, and I think that that, in and of itself, is a 
great service to the people of this country and to other people 
around the world. I look forward to the publication of the book that 
is about to come out, *The Spider’s Web,” I think it is called, and 
I think that that will also make a mqjor contribution to brine^g 
this issue to the attention of larger numbers of people in the public. 

You mentioned that there were some companies who were not 
connected with the agricultural commodities — ^were not connected 
with the amcultural industry or the selling of agricultural com- 
modities who were doina business through CCC. Can you name 
those companies? Do you know who they are offhand? 

Mr. Drogoul. Well, I would say that offhand a few come to 
mind, but if you look at the — I will start by mentioning the pat- 
tern. I would say that, of course, the big grain companies dominate 
the business, and dominate the industry, and that is to be ex- 
pected. 

But then as a second tier or as a third tier, one finds breakaway 
traders who have gone off, grain traders who have gone off and 
started their own commodity business, and that is normal and to 
be expected. But we found when we examined the record after- 
wards that there were innumerable companies that were industrial 
companies. 

Just to mention one, I will mention Enka, Entrade for one is a 
company that has always mystified me. Enka is a Turkish engi- 
neering company, construction and engineering firm, very big, pow- 
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erftil group in Turkey, and now all of a sudden in 1985, 1986, they 
transform a subsidiary that was heretofore a supply si^sidiaiy for 
the engineering and petroleum concern in Turkey to a commomties 
lending unit, commodities lending and specifically in Iraq. Their 
initial Dusiness was with Iraq. That is just to mention one. But I 
can mention four or five. 

There were companies always that seemed to have ties with Iraq, 
but not agricultural ties, if you see my point. They got involved in 
the agricultural business. Offhand I can’t remember all of them, 
but I would be happy to supply you the list in a few day’s time if 
you wish. 

[The information referred to can be foimd in the appendix.] 

Mr. Hinchey. Yes, I would. Thank vou. 

You mentioned in your testimony that Dr. Kissinger was in some 
advisory capacity, an international advisory board of some kind to 
BNL. Can you describe the kind of activity that that would entail, 
what kind of services might be provided and in what capacity? 

Mr. Drogoul. Well, I certainly wouldn’t want to speak for Mr. 
Kissinger. The international advisoiy board of the bank was 
formed by Dr. Naqvi, the then-chairman of the bank, to obtain ad- 
vice and counsel on what policies should be taken by the bank to 
develop bills and expand business. 

Another curious unk, on that same advisory board is the chair- 
man of Volvo. Please don’t misunderstand me. I am not suggesting 
that there is anything wrong with the chairman of Volvo being on 
the international advisory Mard of BNL. But the last transaction 
that I was asked to engage in for the Iraqis involved General Mo- 
tors and Volvo, and it was a project managed by Volvo. I don’t 
want to suggest there was a tie necessarily, but we always found 
these funny Tittle links that went back to a few, a few people. 

As far as — think I have commented on Mr. — I wilt let Mr. Kis- 
singer comment if he wants to say about his role at BNL and the 
advisory board, but if you wish for me to answer a question as to 
what Mr. Kissinger and his group seem to be doing in developing 
business for Iraq, I would be happy to do that, if that is part of 
your question. 

Mr. Hinchey. Yes, please do. 

Mr. Drogoul. In probably — ^I don’t know the exact date that the 
group was formed, but a group was formed called the Iraqi/Amer- 
ican Business Forum based here in Washington and composed of 
a number of Fortune 500 companies with considerable ^port busi- 
ness. When the Iran-Iraq war was finished and ended in 1987, in 
early 1988, there was a big push on to develop commercial business 
with Iraq. 

The Iraqi/American Business Forum was the principal tool that 
those American companies used to develop that business. It turned 
out that several of the individuals who worked for Kissinger & 
sociates worked with the Iraqi/American Business Forum or with 
the companies that were supporting the American/Iraqi Business 
Forum to develop business and made trips with those complies to 
solicit business directly with President Hussein, directly with the 
Ministry of Trade in Iraq and other entities. 

Mr. Hinchey. Thank you. 
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The Chairman. Could I ask the ^ntleman from New York to 
allow me an additional IV2 minutes in order to follow through on 
something here with respect to the role of Heniy Kissin|»r. 

You know, when we had our hearings last year and tne year be- 
fore, we brought out, and in fact published documents, showing his 
membership on the international advisory board of the BNL. Today 
I am going to ask unanimous consent at this point to insert the 
minutes of that board meeting which documents Mr. Kissingei^s 
participation. 

[The information referred to can be found in the appendix.] 

And the reason I do so is that when we reported his participa- 
tion, and in the deliberations of the advisoiy board, he hired him- 
self one of the leading attorneys in Washington to write a letter 
protesting and stating that he at no time as a member ever dis- 
cussed Iraq. 

The minutes today will show, and these are direct from the advi- 
soiy board’s minutes, that a meeting of the international advisoiy 
board in Madrid, May 4 and 5, 1987, and then subsequent to that, 
Mr. Kissinger’s opinion is in part changed with respect to his obser- 
vations on the Iran-Iraq coimict, on its results, on its outcome and 
the consequences, and he is quoted as saying: I give the victoiy of 
Iran over Iraq at 55 percent, and recognize I will change my per- 
centage with respect to previous evaluations. And what follows, 
clearly shows that Henry Kissinger did have more than just a pas- 
sive role as a member of the international advisoiy board of the 
BNL. 

Also, I will advise the gentleman from New York that last year 
and the year before, we placed documents in the hearing records, 
as well as in the Congressional Record, in which we brought out 
that our request for those minutes to the BNL bank in Rome were 
rejected on the basis that they had no such thing as minutes. So 
now that we have our hands on a faithful new copy of the minutes, 
I ask that we place them in the record at this point. 

And I want to thank the gentleman for his perspicacious ques- 
tion. 

Mr. Hinchey. Thank you, Mr. Chairman. 

The Chairman. Mr. McCandless. 

Mr. McCandless. I am sony, Mr. Chairman. I was reading here. 
Did you recognize me? 

The Chairman. Yes, I did. 

Mr. McCandless. Thank you. Mr. Drogoul, one of the important 
parts of this committee is to find out what is wrong with the sys- 
tem and to try to find ways by which to correct it. I am going to 
ask you to go back over that part of your testimony with respect 
to the examining process as it relates to the bank in question. 

On pa^s 7, 8, and 9, you talk about the fact that the Federal 
Reserve Bank simply confirmed the State of Georgia’s audit, that 
they examined cremt folders to determine whether mey were an in- 
herent risk in lending to a particular company, but that they did 
not and were not designed to verify bank’s records, that Pete 
Marwick’s examination was nothing more than an exercise to place 
an independent auditor’s label on me branch, and finally, that the 
audit performed by the internal auditors of BNL was comprehen- 
sive and thorough had it not been tamed. 
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Where are we failing to do the proper review of an institution’s 
records in order to minimize or prevent what it is we are talking 
about here from happening again, or at some hiture time? 

Mr. Drogoul. I would probably say at the first line of defense 
for any bank, it must be with its own internal auditors, that is 
number one. But 

Mr. McCandless. Let me interrupt you here, because you used 
the word ’^tamed,” which I am not sure of a defmition. That would 
indicate to me that the internal audit was modified to satis^ some 
higd^er authority with respect to the operation of the institution. Is 
that a proper definition? 

Mr. Drogoul. That is correct. That term was not used by me; 
that term was used by the Italian Senate committee in one of its 
questions to me. They stated that the audit was tamed, and tamed 
is defined as you have described it. The audit that was performed 
on the Atlanta office was not really — ^it was thorough in a veiy su- 
perficial way. 

It didn’t begin to get to the heart of the branch’s recordkeeping 
svstem at all. That is why I said in mv testimony that I think n 
this had taken place — this never would have taken place in New 
York, because I don’t believe that an audit, even an internal audit 
performed in a place like New York, would have been handled in 
that matter. The first thing to 

Mr. McCandless. Would you indicate then by this comment that 
the Georgia audit was lacking, by comparison to say a New York 
audit? 

Mr. Drogoul. No. I think what I would say, first of all, is that 
the first line of defense for any bank has got to be its own internal 
audit, that is number one. However, in Atlanta, the audit was not 
as it should have been, the internal audit. 

And the State banking department in Atlanta seemed to rely on 
the bank to police itself as far as its own internal recordkeeping is 
concerned, and instead, looked very clos^ at credit risk rather 
than accounting systems. In New York Cfity, I don’t think that 
would happen. Decause in New York City — ^tiie New York State 
banking authorities look at both, whereas the Georgia people did 
not 

Mr. McCandless. Are you speaking from experience now? 

Mr. Drogoul. Yes. Using my experience in Atlanta and the col- 
leagues of mine in different banks, in the New York banldng com- 
munity who have been audited by the State of New York auditors 
and by their own internal auditors and by the Federal Reserve 
Bank itself in New York. 

Mr. McCandless. All right. Let me stop you there with respect 
to the Federal Reserve Bamc in New York. Are we saying here mat 
the Federal Reserve Bank in charge of the Georgia region had a 
different set of auditing procedures than the Federal Reserve Bank 
of New York, and that one was more diligent than the other? 

Mr. Drogoul. I don’t want to say that, because that seems to in- 
sult someone. But if I have to say it, I have to say it exactly as 
you have said it. 

The people in New York have experience and the exposure to 
look at international loans, to understand exactly What th^ mean, 
and would have had certainly if tiie New York Fed had aumted the 
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sure to Iraq, even though it was minimally shown, the exposure to 
Algeria, to the Soviet Union and to other countries, and would have 
reported it in a different way than the Atlanta people did. I think 
that is the sense of what I am trying to say. 

Mr. McCandless. On a little different note, I have before me the 
August 9, 1993 National Law Journal article dealing with Justice 
Department’s conflicting BNL theories. That article concludes by 
saying that a motion nled by your attorney at that time said a 
prominent Texas benefactor, whom a source has identified as 1992 
Presidential candidate H. Ross Perot, has agreed to foot the bill for 
any special security conditions the judge may require as a result 
of your attorney petitioning for release on bond pending trying. Are 
you familiar at all with this area? 

Mr. Drogoul. I am vaguely familiar with that. I would perhaps 
be best advised to refer you to my attorney who is sitting here next 
to me if you have any specific questions on that. 

Mr. McCandless. I am sorry. Can you speak up on that? 

Mr. Drogoul. I am vaguelv familiar with it. If you have any spe- 
cific questions, I would m advised to turn the issue over to my at- 
torney who knows much more about it than I do. 

Mr. McCandless. The article stated that it was Ross Perot who 
offered to underwrite your bail. So if lhat is true, why would Mr. 
Perot be willing to foot the bill for your freedom? 

Mr. Drogoul. I believe that is true, but I don’t know the answer 
to the next question. So do ^ou want to answer that? 

Mr. McCandless. No conjecture? 

Mr. Drogoul. I have no idea why he mig^t want to do that. 

The Chairman. If you wish to consult with your attorney and 
then at a reasonable opportunity answer that question, either at a 
later point during this hearing or subsequently in writing, if that 
is acceptable to you, because he of his own knowledge and doesn’t 
know exactly what Perot’s reasons would be, and perhaps after he 
has a chance to consult with his attorney, heck, hazard a guess. 

Mr. Drogoul. I would be happy to answer the question in writ- 
ing if you wish at a later point. 

rrhe information referred to can be found in the appendix.] 

Mr. McCandless. I would appreciate that. Thank you, Mr. 
Chairman. I believe my time is up. 

The Chairman. Well, if the gentleman has a question to follow 
through, why don’t you get it over with now, because I am trying 
to give the members as much additional time as possible, since we 
took extra time. 

Mr. McCandless. I have pretty well covered what it was I had 
in mind. Thank you. 

The Chairman. Well, thank you veiy much, Mr. McCandless. Mr. 
Sanders. 

Mr. Sanders. Thank you, Mr. Chairman. I want to congratulate 
you on your persistence on this important issue. 

Mr. Chairman, you may have read recently that the Government 
of the United States is investigating the possibilities that one of 
the reasons that some of our Persian Gulf soldiers have become ill 
is the possibility that Saddam Hussein may have used chemical 
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weapons in the Persian Gulf, and that is something I guess no one 
knows the answer to and is teing investirated. 

My question that I would like to ask Mr. Drogoul is that in addi- 
tion to the loan guarantees provided by the CCC Program in the 
U.S. Department of Agriculture, isn’t it true that BNI^Atlanta re- 
ceived loan guarantees from Eximbank as well? 

Mr. Drogoul. That is correct, we did. 

Mr. Sanders. What I wanted to ask you is, do you recall filing 
an application for an Eximbank loan guarantee in connection with 
a transaction involving Dow Chemical in 1989? 

Mr. Drogoul. I am aware that the guarantees were filed, but I 
was not familiar with the details of that transaction. I think the 
person who is best placed and suited to answer your question 
would be Mr. von Wedel. 

Mr. Sanders. OK 

Mr. Drogoul. Because I think he or his mutual colleague, Mr. 
Fibelkom, were involved in placing the request directly to 
Eximbank. But I am famiUar — do recall directing a request to 
Eximbank for the Dow Chemical, yes. 

Mr. Sanders. What about Bechtel? 

Mr. Drogoul. Bechtel is a whole different stoiy. I can go on for 
a long time about Bechtel if vou wish. 

Mr. Sanders. Well, I don’t have a long time. Maybe just chat a 
little bit. If some of us have a concern that American corporations 
might have wittingly or imwittingly played a role in suppl 3 ring Sad- 
dam Hussein with chemical weapons, what was BNL’s involvement 
in that? And what ligd^t can you shed on that issue? 

Mr. Drogoul. As far as — I think we have to look at it firom 
BNL’s point of view, which was that BNL-Atlanta was attempting 
to develop relationships with the big multinationals and Fortune 
500 companies in North America. That was specifically a directive 
that was given to me by my general manager in Rome. 

And so when the name Bechtel pops up, when the name Hewlett 
Packard pops up, Dow Chemical pops up, and one has the oppor- 
tunity to become a banker to those companies, one does whatever 
one can. However, in the case of Bechtel, I went personally to visit 
several of the petrochemical plants or one petrochemical plant in 
Iraq. 

Mr. Sanders. Was that the PC-2 plant? 

Mr. Drogoul. No. That was PC-1. PC-2 was not yet, if I am not 
mistaken, wait, was on the drawing boards but was not con- 
structed. We went to PC-1 and Bechtel was the ofiidal subcontrac- 
tor doing renovation on the project through Lummus Crest. Bechtel 
was the mqjor designer and contractor, if I am not mistaken, on 
the PC-2 project as well. 

Mr. Sanders. If 1 could interrupt ^ou^ Ostensibly, this plant was 
designed to provide pesticides for agriculture? 

Mr. Drogoul. That is what we were told. 

Mr. Sanders. Did anybody have any thought or know enough 
about chemistry to suggest that some of those same chemicals 
could be converted into chemical weapons? 

Mr. Drogoul. At the time that this was taking place, I certainly 
didn’t think of that possibility at all. 
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Mr. Sanders. Did you hear any discussion among people who 
might have said we possibly are provi^ng chemical weapons for, 
in fact, a very dangerous man? 

Mr. Drogoul. No. TTie PC-1 plant was designed for exports, de- 
signed for export markets. The PC-2 plant which was to be built 
outside of Baghdad was designed for the domestic market. I think 
when my collea^e, Mr. von Wedel, and I visited the PC-1 plant 
they were working on trying to produce ethylene. Now, ethylene 
may have various functions, but I am not a chemist and I don’t 
really know. 

So I really relied on the fact that Bechtel was a prominent com- 
pany and I assumed that they would not do anything that would 
be against the interests of the U.S. Government or United States 
policy at the time. 

Mr. Sanders. Thank you very much. 

The Chatoman. Mr. IQiollenberg. 

Mr. Knollenberg. Thank you, Mr. Chairman. This is a followup 
to Mr. McCandless’ question, and if the chairman would approve, 
I would like to go back to the question asked of Mr. Drogoul’s attor- 
ney, to comment on the Perot offer. 

1 don’t think we got a complete answer in the time allotted Mr. 
McCandless, and if that would be appropriate, 1 would like to re- 
open that to get your opinion of that matter, the validity of that 
claim, which did appear, of course, in the newspaper article back 
in June 1992. 

Mr. SiMELS. You want me to respond? 

Mr. Knollenberg. I want you to respond, if it is in agreement 
with the chairman. 

The Chairman. Under the rules, this is not a judicial or a crimi- 
nal proceeding. The gentleman is not guaranteed counsel, and the 
counsel is there at smferance of the Chair, but not to present testi- 
mony or act as a witness. He has a right to counsel Mr. Drogoul. 
And the way we left it a while ago was that Mr. Drogoul, as soon 
as he could find out more about the story relating to Perot, would 
give an answer either before the termination of this hearing or in 
writing if he couldn’t. 

However, if Mr. Drogoul in the meanwhile has had an oppor- 
tunity to consult with counsel and comment, yes, he ma 3 r answer 
your question, if he has. If he hasn’t, I think we can let it go the 
way we did with Mr. McCandless. 

Are you ready to comment on that? 

Mr. Drogoul. I think I can comment briefly. 

The Chairman. OK. 

Mr. Drogoul. But I can’t give you the full stoiy at this time. I 
would be happy, as I mentioned previously, to do that. 

As I understand it, my attorney spoke with Mr. Perot and Mr. 
Perot expressed the thought that what was being done, quote, to 
Drogoul was un-American, period. You talk to that judge, I think 
that is the wav my attorney expressed it to me, you talk to that 
judge and tell him that whatever bail is necessary, he needs to set 
it, and then come back to me and we will work out the details, un- 
quote. That is pretty much what was conveyed to me just now. 

Mr. Knollenberg. Those were the words of Mr. Perot? 
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Mr. Drogoul. Those would have been the words as Mr. Perot— 
no doubt I paraphrased them. I don’t say them as well as Mr. Perot 
does. 

Mr. Knoli£NBERG. Let me go to another question. 

On June 23, 1992, that same timeframe, you told government in- 
vestigators that you never told anyone in the U.S. Government 
about your illegal activities, nor did you have any authorization 
from the U.S. C^vemment for your activities. Do you stand by that 
statement today? 

Mr. Drogoul. Well, may I ask you a question? Is that coming 
from what is known as the government’s 302 form, do you know? 

Mr. Knollbnberg. That is coming from a June 23, 1992, it is an 
interview with government investigators. That is as much as I can 
tell you about the source. I am not withholding anything, but that 
is as much as I can tell you. 

Mr. Drogoul. No. In my conversations with the government — 
well, let me preface it saying, first of all, you can go back to 
1989. In 1989 when this entire thing erupted I was aware that I 
was not dealing with just a bank, but I was dealing with three gov- 
ernments, the United States Government, the Itahan Government, 
and the Iraqi Government, and I didn’t really feel it was my posi- 
tion to start pointing fingers initially. It wasn’t my problem, it was 
their problem. That is how I saw it. 

So I initially said, I really didn’t have^ formal approval. I didn’t 
use the word ^didn’t have approval,” I said I really didn’t have for- 
mal approval. I wanted to let them deal with the issue, not me, be- 
cause I really didn’t think it was w problem. 

So moving back to Jime 1992, i made similar comments to the 
government 

Mr. Knollenberg. You said moving back 

Mr. Drogoul. I am sony, moving forward now to June 1992, I 
expressed the same thoughts to the government, and in those meet- 
ings, the government slanted my sentences to conform to what they 
felt was important for their interviews. That is what I tried to ex- 
press earlier. 'And that is the thing that completely outraged me. 

1 have testified today and I have testified to that same Atlanta 
task force previou^ on several occasions that there were several 
people in the U.S. Grovemment with whom I had conversations. No, 
I did not have a conversation with Mr. Bush; no, I did not have 
a conversation with people who were directly in the executive 
branch, but involved in formulating U.S. policy, but I did have con- 
versations with people who were peripherally involved with those 
people, and I did have direct conversations with people at the 
USDA, people at Commerce, and so forth, but not high-ranking 
people. Does that answer your question? 

Mr. Knollenberg. You are getting closer. Is that the extent of 
the response then? 

Mr. Drogoul. For the moment. 

Mr. Knollenberg. I have no further questions. I think you have 
responded in the fashion that you feel best for yourself and I accept 
that. 

Mr. Drogoul. Thank you. 

Mr. Knolle^erg. Thank you, Mr. Chairman. 

The CHAOUflAN. Thank you. 
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Mr. Casde. 

Mr. Castle. Well, thank you very much, Mr. Chairman. I share 
your concern. If there has been wrongdoing or corrupt behavior or 
whatever, we obviously need with all our power to make sure that 
that is brought to li^t. But I do have a great deal of concerns 
about, Mr. Drogoul, your background and exactly where you are 
coming from and why you are doing this, and I will never get the 
answer in the 5 minutes that I have. I do want to ask you some 
questions. First of all, about citizenship. Is it true that you have 
dual citizenship? 

Mr. Drogoul. Yes, that is true. 

Mr. Castle. What is your background dtizenship-wise. 

Mr. Drogoul. My fauier is a French citizen and retains his citi- 
zenship and therefore as a child of my father I, too, have citizen- 
ship. I was bom in the United States, however, so I have United 
States citizenship as well, and unlike many countries, France and 
the United States have a treaty agreement whidi permits people 
to maintain both citizenships. 

Mr. Castle. Where were you raised, in the United States or 
Prance or otherwise? 

Mr. Drogoul. I was officially raised in the United States, but I 
traveled considerably to Europe, during the summers, sometimes 
during the school year, during my younger years. I would like to 
say that I was raised in the United States. New York metropolitan 
area, but I spent a lot of time in places like Europe and Nice and 
Marseilles. 

Mr. Castle. Have you attended graduate schools or colleges? 

Mr. Drogoul. I have an undergraduate degree from Temple Uni- 
versity in Philadelphia. That is it. It has been reported that I went 
to school with an Iraqi official by the name of Safa A1 Habobi and 
that we were both roommates at the University of Montpelier in 
France. That is not true. 

Mr. Castle. Is your father in any way involved in these banking 
transactions? 

Mr. Drogoul. He is not involved reallv. However, I should ex- 
plain to you his involvement, and it goes back to the Turkish com- 
panv called Entrade. My father is again a French citizen who 
worked for many years in the New York metropolitan area for a 
French company and then later on for a South African company 
and ultimately retired in 19 — ^I think 1978, 1979. 

At that time he retained several consultancies to the big steel 
companies in France, the big Luxemboui^g-based steel company 
called Arbed, to two or three other companies in Europe that were 
involved in the steel or metals business. He was living in Luxem- 
bourg as a consultant to Arbed at the time that a Turkish company 
approached me and asked me for a way to establish, or for my rec- 
ommendation to establish a grain trading company to parallel the 
company that they had in New York City which would be able to 
take advantage of the European equivalent of CCC credits. 

Those provided by Coface in France, Hermes in Germany, ECGD 
in England, and so forth, I recommended that he structure the 
company alo^ the same lines that a very big grain company called 
Continental Grain had done for its Middle East trading activities 
and that company was based in Luxembourg. I explained to him 
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the tax advantages and the benefits of using Luxembourg as best 
I could and really told him to pattern the structure of his company 
after Continental Grain Co. 

Ultimately, because my fiither just happened to be there, when 
he asked me, well, do you know anybody or can you recommend 
somdbody, I called my mther and said the way, I have a client 
who asked me about establishing companies in Luxembourg, can 
you recommend someone and he ^d recommend someone who hap- 
pened to be an old friend that he had woiked with for 20 or so 
years. 

On that basis, this company in the United States, whidi is a 
Turkish company, established a company in Luxembourg. Because 
my father was the person who knew — ^who had spoken to me and 
knew the company ^at — I guess the law firm and the management 
company in Luxembourg that establishes companies, he was lued 
to introduce both parties, and that is all. As a result of that, his 
name became embroiled in all kinds of things. 

Mr. Castle. It was told to me, and I don’t know that, that he 
was an unindicted coconspirator in the original indictment; is that 
correct? 

Mr. Drogoul. That is correct. 

Mr. Castle. I assume he has never had a trial or plead guilty 
or anything to that nature? 

Mr. Drogoul. No, not to my knowledge. No, no. The answer is 

no. 

But as long as we are on the subject, I will just expand it and 
tiy to clarify it. When the Turkish company realized that he had 
very strong connections to the European steel and iron community, 
they asked him whether or not he would on a case-by-case basis 
consult for them periodically in matters relating to Enka Construc- 
tion’s steel supply business. 

They are in the construction business and they thought if they 
could develop ties to the steel and iron industry in Europe, it would 
benefit them. So on a very small basis, and periodically he did 
some consulting work for them, during the period of, let^s say, 
1988, 1989, which had nothing to do with BNL, it had nothing to 
do with anything related to my activities. It was completely unre- 
lated. 

Mr. CastI£. Let me push on, if I may. My time is running short 
already. 

My understanding is your original charges were in the hundreds, 
I don’t remember how many exactly, tiiat you originally plead 
guilty to some 60 counts in the indictment, and then for the rea- 
sons you have stated here, and I won’t go into all that, you with- 
drew and now you plead gmlty to 3 counts in a new indictment or 
3 counts of the original indictment, is that correct? 

Mr. Drogoul. '^ree counts in the new indictment, the 60-count 
indictment. 

Mr. Casti£. You plead guilty to 3 of the counts in the 60-count 
indictment, is that correct? 

Mr. Drogoul. That is correct. 

Mr. Castle. What were those counts? Are they felony? 
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Mr. Drogoul. They are felonies, and two of them relate to sign- 
ing false statements or giving false statements to the Federal 
serve Bank and one of them is a wire fraud count 

Mr. Castle. OK. This question may have been asked. I, unfortu- 
nately, because of the vote, was out of the room for a while and 
this a|^dn was something that was told to me and maybe I should 
just ask you rather than lead you in the question. 

Can you tell us about — did you ever work for Barclay’s Bank and 
if so, how did your employment come to an end? For what reasons? 

Mr. Drogoul. That question has been raised, also. I did work at 
Barclay’s Bank for a number of years, and it was stated by some- 
one that I made $2 billion in loans while I was at Barclavs Bank 
and therefore I was thrown out of Barclay’s Bank, and that is 
again a misstatement of the facts. 

The fact of the matter is that I was a very junior lending officer, 
I was barely a lending officer, and my manager had asked me to 
deal with some of the insignificant clients, the people who walk in 
off the street. One of the people who walked in off the street was 
a local individual in Atlanta who was establishing a mortgage fi- 
nance company using finance, he told me, from a European base 
or European trust. He asked whether or not Barclay’s, which was 
one of the few banks in Atlanta at the time, would consider holding 
the deposits or the benefits, the proceeds of that, of the loan that 
he was arranging with the people in Europe. 

I spoke to my boss at the time. My boss said to me, if it is not — 
if it is something that is beneficial to the branch, by all means, 
pursue it. 

Thereafi«r, my boss went to a course at Harvard for 16 weeks, 
I think, and left me alone to deal with the issue. I dealt with the 
issue as best I could. I tried to be solicitous to the company in At- 
lanta. Ultimately, we found out that the company that was propos- 
ing to lend the monqy from Europe to the United States company 
didn’t really have the money, and that information came to us 
through R subsidiary of Barclays Bank in Switzerland by the name 
of Clardon Bank, and then a whole uproar developed regarding the 
entire issue of what was known in the late 1970’s as ghost money. 

Mr. Castle. Without imputing your veracity or any one at 
Barclay’s, I want to ask you this question. Do you know if any one 
at Barclay’s, either in writing or orally, that disagrees with that 
version of those facts that you just stated. 

Mr. Drogoul. I would recommend you to my personnel file, 
which has got comments on both sides of the fence. 

Mr. Castle. Could I have permission to ask one more question 
or set of questions? I am not sure what the answer to this is either. 
Because this is so complex, it is difficult to determine all of this. 

But one of the ori^al counts I guess to which you, 1 believe, 
plead guilty, involved payments for the benefit of Christopher P. 
Drogoul and family, and there was a series of payments that were 
made, mostly for personal usage. I was curious as to what your ex- 
planation of that is, if you are allowed to say so. 

Mr. Drogoul. That is the question that I had tried to answer for 
Chairman Gonzalez. 

Mr. Castle. I apologize. 
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Mr. Drogoul. No, that is all ri^t If you look at that list, you 
will note that most of that relates to cremt card expenses. Is mat 
the lis^ou are talking about? 

Mr. Casti£. I am tmking about a list — and I am sorry, I can pro- 
vide it to you. It is a list that shows payments to purchase home 
for C. Drogoul, payment to architect for work on your home, 
$60,000, payment to architect for work on the home, $610,000, it 
goes on, wrough payments such as that. Are you familiar with it? 

Mr. Drogoul. I answer that question in two ways. If you look 
at that complete list, it relates to two principal items. Item number 
one relates to monies that I received, borrowed from an individual 
at Entrade, who said he was lending me that money and it was 
fully intended to be a loan. The second set of details on that list 
relates to credit card expenses. 

If you look at those credit cards expenses, they are for credit card 
expense relating to the travel and entertainment activities of my- 
self and my colleagues at the Atlanta branch during the period of 
time that we were traveling, but not reporting that travel to our 
New York office. 

And it mentions, that is true, it mentions the Southampton prop- 
erty which I addressed as well, which the government argued was 
related to a house rented on my behalf, which is not true. I did 
spend three weekends there, long weekends, admittedly, but I also 
spent more time at family and relatives in the New York metropoli- 
tan area than I ever dia in Southampton, and I tried to answer 
that question directly previously as well. 

Mr. Castle. Thank you, Mr. Drogoul. I have no further questions 
at this time. 

The Chairman. 1 believe, since members are coming in belatedly, 
we want to make sure, and I am going to recognize you, that you 
do not repeat a question that has already been askea, because we 
hRve been with this one vdthess quite exhaustively. 

Mr. Bachus, 1 believe you came in ahead of Mr. McCollum. 

Mr. Bachus of Alabama. Thank you, Mr. Chairman. 

Mr. Drogoul, in making 5 billion dollars’ worth of loans to Iraq, 
what was your motivation? I mean I don’t know that anyone has 
asked you that. Was it patriotism toward some country, or what 
was it? What was the motivation? 

Mr. Drogoul. The first thing I would say is that I didn’t con- 
sider that I was making a $5 mllion loan to Iraq. I consider that 
not only BNL but the Italian Government were both making 5 bil- 
lion dollars’ worth of loan to Iraq. 

And I would also add that since most of those loans were for the 
benefit of U.S. a^cultural companies and U.S. multinational in- 
dustrial corporations, that they related also to the United States. 
So it wasn’t that the United States wasn’t fully aware of what was 
tddng place. I did not establish the guarantees of the Agricultural 
Department. Those were established by the administration. We 
were just utilizing the facilities available. 

Mr. Bachus of Alabama. Are you saying that you did this be- 
cause you thou^t your employer wanted you to do this? 

Mr. Drogoul. Absolutely. Yes. That’s precisely what I am say- 
ing. 

Mr. Bachus of Alabama. Do you have any evidence of that? 
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Mr. Drogoul. I think if you read the sentencing memorandum, 
which my attorney is preparing now and which will be submitted 
to the court in the next few weeks, you will find a fairly long list 
of evidence that suggests that. It does more than suggest that, it 
demonstrates that. 

Mr. Bachus of Alabama. But you are aware that this committee 
has basically stacks of evidence of your attempts to conceal this 
from BNL bank? 

Mr. Drogoul. Now you ere asking a different question. You are 
asking about the 

Mr. Bachus of Alabama. But isn’t that especially inconsistent 
with 

Mr. Drogoul. No. There is concealment — you have to view the 
concealment not as concealment from Rome but concealment from 
our New York office because of the shifting politics that have taken 
place in the 1986-1987-1988 period. 

We were not hiding any of the records really until 1987-1988, 
when there was a shift in New York, a change in New York. And 
we did not know at the time what position the New York regional 
manager took in regard to Atlanta, whether he was aware of what 
we were doing, and so forth. 

Mr. Bachus of Alabama. When you say we, who is we? 

Mr. Drogoul. I mean we in Atlanta, and we the people I was 
talking with in Rome. 

Mr. Bachus of Alabama. Who were you talking to in Rome that 
was asking you to make these loans? 

Mr. Drogoul. I have a list of about 10 people on my statement 
which I don’t think you have the updated statement, you may have 
the original statement, but the— do you have those? 

Mr. Bachus of Alabama. You are aware that you have given 
testimony before that no one in Rome had knowledge? 

Mr. Drogoul. Yes. And as I explained at the very beginning, I 
didn’t feel it was my role to explain those things. When I first came 
back to the United States, I didn’t perceive this as a matter involv- 
ing a little branch in Atlanta. I perceived this to be a matter in- 
volving three veiy big powerful governments. I did not want to step 
on anyone’s toes. It wasn’t my position really to say anything. 

So what I did was, no, I did not have formal authority, left it at 
that, thinking my bank, which they told me they were going to sup- 
port me, would deal with the matter but in fact circumstances 
changed. 

Mr. Bachus of Alabama. Thinking back over the several years 
of your involvement, can you tell me what was the gfreatest— or 
what event above all other events or what communication from 
Rome led you to believe that they wanted you to make these loEms 
and make them in an illegal manner? 

Mr. Drogoul. I don’t think Rome considered it to be an illegal 
matter. I think — ^I think for us in the United States, we may have 
considered it that way, but as far as they were concerned, they 
wanted me to make loans. I would use the word “illicit” rather than 
“illegal.” 

Mr. Bachus of Alabama. You mean Rome? 

Mr. Drogoul. I am talking about Rome. I’m sorry. 
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Mr. Bachus of Alabama. Ident^ that one communication with 
Rome that you think best exemplifies their involvement and their 
loiowledge. 

Mr. Drogoul. I think you could use the Donelli transaction, for 
example, which is the transaction which was directed to us the 
head office in connection with a contract between a big Italian en- 
gineering company and the Iraqi Government for the establishment 
of a steel supply or a steel plant. 

Mr. Bachus of Alabama. But that was a legal transaction. 

Mr. Drogoul. No, that was — that was recorded in the same 
manner. 

Mr. Bachus of Alabama. And they told you to do it and do 
it- 

Mr. Drogoul. In fact, in that particular transaction, we were at 
the point at that time as I believe early in 1989, correct me if I 
am wrong, where I was now saymg to Rome, gentlemen, we here 
in Atlanta have done enouf^, it is now your turn in Rome to pick 
up the ball. We are finished. 

Mr. Bachus of Alabama. You are saying you had that commu- 
nication? 

Mr. Drogoul. Yes, I had that conversation with Rome and short- 
ly afterwards, I received a telephone call 

Mr. Bachus of Alabama. Who were you talking to? 

Mr. Drogoul. Who was it I speaking to in Rome? I was speaking 
to Mr. Monaco, to Mr. Lombardi, among 

Mr. Bachus of Alabama. Did you ever tell them that you were 
making these loans and you were not disclosing these loans to the 
U.S. Government. 

Mr. Drogoul. They knew that we were making the loans, that 
answers one part of your question and they knew, too, that we 
were not disclosing the loans. If you imderstand the Italian char- 
acter, you will understand they don’t always ask the question that 
needs to be asked. They understand, but they want to keep back 
a little bit firom the fray itself 

Mr. Bachus of Alabama. What was vour reward as you saw it 
for doing these illegal loans which you knew to be a felony in the 
United States? 

Mr. Drogoul. Well, I thought first of all, to answer that, I go 
back to the issue of illegality or legality. I thou^t it was a matter 
for the — ^it was a matter that related to the bwk, it didn’t relate 
to me so much. 

I was moving along the chain fairly well. I was about to be trans- 
ferred to Chicago and I was hoping that within maybe 2 or 3 years 
of that, I would be moved up to the higher position in the New 
York area. 

Mr. Bachus of Alabama. All right. Let me ask you another 
question. You said that one of your employees, Jean Ivey, was dat- 
ing a U.S. Senator. Did you have reason to believe that she had 
had some communication with the U.S. Senator, because you actu- 
ally brought this up in your testimony. 

Mr. Drogoul. I brought that up in my testimony? 

Mr. Bachus of Alabama. Didut you? 

Mr. Drogoul. 1 think I would rather let Jean Ivey answer that 
question. 
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Mr. Backus of Alabama. Do you see 

Mr. Drogoul. I was aware that she was having a relationship 
with someone by that name. I was probably aware that he was — 
that person was a Senator. But that’s her personal business. 

Mr. Backus of Alabama. But you don’t see any significance to 
that. 

Mr. Drogoul. There could have been. I think one of my col- 
leagues — as one of my colleagues has mentioned or testified or 
written somewhere that he shared concern that we had discussed 
our concern about that, but 

Mr. Backus of Alabama. Was she aware of the illegal loans? 

Mr. Drogoul. Yes, she was. 

Mr. Backus of .Aiabama. Back during the period of time she 
was dating this U.S. Senator? 

Mr. Drogoul. First of all, again, I take issue with the character- 
ization of those loans as illegal. 

Mr. Backus of Alabama. All right. But these loans. 

Mr. Drogoul. Yes, these loans, but- 

Mr. Backus of Alabama. Was she dating this U.S. Senator dur- 
ing this period of time? 

Mr. Drogoul. I believe so, but you have to confirm that by 
speaking to her. I am not trying to be difficult. I just don’t want 
to speak for her, that’s all. 

Mr. Backus of Alabama. And this gentleman was Tezeller; is 
that right? 

Mr. Drogoul. Tezeller. 

Mr. Backus of Alabama. Are you aware of in the book “Death 
Trap” by Kenneth Timmerman that he states in that book that you 
and this other gentleman had a scheme to divert about $2 milhon 
to yourself. 

Mr. Drogoul. Yes, I read that, but Mr. Timmerman also said 
that I went to school in Montpellier, France, with Dr. Hobparthe. 
He also said I was Franco-Lebanese in origin and there are also 
many inaccuracies in that book and that is inaccurate. 

Mr. Backus of Alabama. What would — ^how do you pronounce 
it? 

Mr. Drogoul. Tezeller. 

Mr. Backus of Alabama. What is his motivation for participat- 
ing in these loans. He worked for a Turkish 

Mr. Drogoul. Tezeller was the managing director of the United 
States subsidiary of the big Turkish company which was heavily in- 
volved in the CCC Program to Iraq. And that. I would say is one 
of the companies that I found — found it strange that a company 
that is basically an engineering concern would find itself involved 
in grain sales, but it was. 

Mr. Backus of Alabama. Did you ever receive any money from 
that company or from him? 

Mr. Drogoul. As I have already testified, I received from him 
about 300 and something thousand dollars in connection with the 
renovation of my house when my contractor left the country, fled 
the country with the money we had given him, originally, and I 


was- 
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Mr. Bachus of Alabama. So you are disputing the fact that you 
received upward of $1 million. You do admit that you received 
about $350,000? 

Mr. Drogoul. That’s correct 

Mr. Bachus of Alabama. Who was that money from and how 
was it delivered to you? Was it in cash? 

Mr. Drogoul. No. No. It was transferred to my accountant — ^my 
architect. 

Mr. Bachus of Alabama. Directly from him to your architect? 

Mr. Drogoul. Correct 

Mr. Bachus of Alabama. Was it reported as income to you on 
income tax? 

Mr. Drogoul. No, I considered it to be a loan. The whole pur- 
pose for renovating my house was to get' a hi^er mortgage because 
my accountant had told me that I had too small a mortgage and 
I was silly, and so forUi, so the whole pu^ose of die renovation 
was to increase my mortgage. So my planning when the house was 
finished was to increase my mortgage and pay him back. 

Mr. Bachus of Alabama. Is Uiere anything in writing about this 
loan? 

Mr. Drogoul. You mean is there a loan document? 

Mr. Bachus of Alabama. Is there a loan document? Is there 
any 

Mr. Drogoul. No, there is no loan document because we were 
friends. 

Mr. Bachus of Alabama. Was diere a letter? Anything written 
about this loan? 

Mr. Drogoul. I am sure that Mr. Tezeller would state as mudi. 

Mr. Bachus of Alabama. What is the interest rate? 

Mr. Drogoul. What is his interest in that? 

Mr. Bachus of Alabama. What is the interest rate on diis loan? 

Mr. Drogoul. It was something in the area of 6 or 7 iiercent. He 
said, don’t worry about it, Chris, just pay me a fair 

Mr. Bachus of Alabama. He just transferred a third of a million 
dollars to your architect and 

Mr. Drogoul. That’s not correct. He transferred $7,000 and 
$25,000, as I was trying not to spend money for die renovation of 
the house, but because of die way the previous architect had 
run 

Mr. Bachus of Alabama. Total, total of a third of a million dol- 
lars. 

Mr. Drogoul. That’s correct. 

Mr. Bachus of Alabama. But you don’t— he just said pay me 
back when you can? 

Mr. Drogoul. Not pay me back when you can, pay me back 
when your house is finished and when you have refinanced it. 

Mr. Bachus of Alabama. Who did you understand this money 
was coming from? From him personally? 

Mr. Drogoul. I took it to m coming from him personally. In fact, 
on the 

Mr. Bachus of Alabama. What did you see his motivation as 
being in loaning you a third of a million dollars. 

Mr. Drogoul. Well, Mr. 
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Mr. Bachus of Alabama. With no interest rate or no evidence 
of loan. 

Mr. Drogoul. Mr. Tezeller was not a poor individual. His annual 
bonuses came to something in the area of $1 million a year. I don’t 
think this was a substantial sum of money for him. 

Mr. Bachus of Alabama. How good a fnend was he? Describe 
you all’s relationship. 

Mr. Drogoul. He became a fairly good friend. He was close to 
my two sons. He tried — ^much to the chagrin of my wife, he tried 
to travel with us on vacation even though she wanted to be alone 
with nwself and the children, but he traveled with us on occasion. 

Mr. Bachus of Alabama. But your business relationship with 
him was solely in connection with making these loans to Iraq; is 
that correct? 

Mr. Drogoul. No. I would have to say no to that. 

Mr. Bachus of Alabama. What other business transactions. 

Mr. Drogoul. There were other transactions involving all sorts 
of different countries. 

Mr. Bachus of Alabama. Loans? 

Mr. Drogoul. I would say they were loans, yes, for the most 
part. 

Mr. Bachus of Alabama. What other countries? 

Mr. Drogoul. Algeria, Turkey, East Germany. I could go on. So- 
viet Union. His company was doing business 

Mr. Bachus of Alabama. Were these illegal loans? Were those 
loans which were handled in the same manner as these loans to 
Iraq without disclosing them too to the Federal Reserve. 

Mr. Drogoul. Generally not, but in some cases, perhaps. I would 
have to look at the specific ones depending upon 

Mr. Bachus of Alabama. Did you see this payment to you as a 
payment because of your relation^ip involved in these loans. 

Mr. Drogoul. No, I did not. Althotigh I will tell you, to be veiy 
honest with you, that — ^that after 6 or 7 months. I was sensitive to 
the concept that it might be construed to be something else. Actu- 
ally, I tried to distance myself and my decisionmaking at the bank 
from entering the transactions. 

Mr. Bachus of Alabama. At the time you were receiving this 
third of a million dollars from this Turkish gentleman, what was 
your annual income? 

Mr. Drogoul. Somewhere between $125,000 and $140,000. 

Mr. Bachus of Alabama. So this represented three times your 
annual income? 

Mr. Drogoul. I would say twice. Also, you have to look at it 
from a different perspective. It depends upon how much one spends 
to buy a house if one’s salary is X. 

Mr. Bachus of Alabama. I see. Have you disclosed — ^when did 
you first disclose these — this third of a million dollars to the U.S. 
Government or to any of its agencies? 

Mr. Drogoul. I don’t recall the exact date. 

Mr. Bachus of Alabama. Have you ever disclosed it on your in- 
come tax returns? 

Mr. Drogoul. No, I didn’t have a chance to file income for those 
years. 

Mr. Bachus of Alabama. What? 
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Mr. Drogoul. 1 didn’t have a chance to file income tax for those 
years. On the advice of my then-counsel, I was told not to do any- 
thing. 

Mr. Bachus of Alabama. Your legal counsel advised you not to 
file income tax returns? 

Mr. Drogoul. Thafs correct 

Mr. Bachus of Alabama. Did you discuss — withdraw that 
question. 

Chairman GoNZALEZ. Well, if the gentleman would yield, he 
didn’t ask for, but I gave unanimoiu consent to proceed an addi- 
tional almost 4 minutes. 

Mr. bachus of Alababia. I thank the chairman. 

Chairman Gonzai£Z. But I think one final question the gen- 
tleman, if you will join me in asking it, what became of the loan? 
What is the status of that loan? Did you ever pay it back or pay 
part of it back or 

Mr. Drogoul. I have not had a chance to pay any of it back. In 
fact. I had to declare bankrupt^ about IV 2 years ago and the pro- 
ceeds of the home were sold and disbursed to the creditors so there 
is nothing. I have not had — have not been in communication with 
Mr. Tezeller since the end of July 1989. 

Mr. Bachus of Alabama. Mr. Drogoul, could I ask you, did you 
disclose on your bankruptcy form in which all loans have to be dis- 
closed. 

Mr. Drogoul. No, I did not. 

Mr. Bachus of Alabama. You realize that in not disclosing that 
on your bankruptcy petition tiiat, too, is a crime? 

Mr. Drogoul. No, I don’t think that’s how I perceived it at that 
time at all. 

Mr. Bachus of Alabama. Did you perceive it as a loan? 

Mr. Drogoul. Did I perceive what I received as a loan? Yes. 

Mr. Bachus of Alabama. Did you perceive that you were going 
to give him a preference and pay that loan back, and is it still your 
perception that you were ^ing to pay that loan back? 

Mr. Drogoul. I knew there was no preference to pay him back. 
I had other creditors to settle and I knew since he was well off 

Mr. Bachus of Alabama. Your intention lU; the time you filed 
bankruptcy was not to list it. You were aware of the loan at the 
time you filed that bankruptcy. 

Mr. Drogoul. I can’t really tell you because my attorney is the 
one who filed the forms for me. 

Mr. Bachus of Alabama. Did you tell him about that loan? 

Mr. Drogoul. Absolutely. 

Mr. Bachus of Alabama. Did he list it on the petition. 

Mr. Drogoul. I don’t believe he did, no. 

Mr. Bachus of Alabama. I have no other questions. 

Chairman Gonzalez. Mr. McCollum. 

Mr. McCollum. Thank you very much, Mr. Chairman. 

I was here for your testimony, Mr. Drogoul. I am up here. You 
always seem to worry about where the voices come from with these 
speakers, but 1 had to go over to the Rules Committee for a hear- 
ing. I missed some of the questions. 

1 understand a couple of ones that bothered me the most have 
not really been explored. I want to go over that briefly with you. 
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You have assisted here in answering the questions I have heard in 
the last few minutes and in your testimony, which I did listen to 
this morning that despite the impressions we mav have had to the 
contrary or statement the government has made to us, that you 
did indeed believe at all times that the Rome office of the BNL was 
aware of your activities, was aware of these un — so-called imau- 
thorized loans and the off-the-book type of activity you had with 
Iraq. 

Is that not the essence of what you have been telling us today? 

Mr. Drogoul. That’s correct 

Mr. McCollum. Now, what bothers me now in light of a couple 
of things, I want to give you the opportunity to set the record 
straight. 

I want to know whether or not I am misinterpreting or did you 
commit peijury on June 2, 1992, during your guilty plea hearing 
with Judge Shoob, when you told Judge shoob under oath when he 
asked you about Rome’s knowledge of these activities that, "I would 
sav that they were not aware, not specifically.” 

Mr. Drogoul. That was a general statement because I was not 
asked and I was also, on June 2, not trying to mve names. If you 
recall the conversations and the dialog between Mr. Shoob— Judge 
Shoob and myself and my attorney, he was asking for me to name 
names. That was the thrust of his entire issue. 

When I entered into the plea with the government, the govern- 
ment did not want me to name anything at that time, even though 
the prosecutor got up and said that Mr. Drogoul is welcome to say 
anything he wishes to you. Your Honor, at any time. They knew 
very well that I was not going to say anything to the judge at that 
time. And so I chose to make what I considered to be a general 
statement rather than a specific statement. 

Mr. McCollum. Well, ne was very specific in his question and 
that bothers me. He asked you several specific ones, specifically 
this one read like this. Did a^body at the home office of BNL— 
“Was anybody at the home office of BNL aware of your off-book 
setup?” And you answered, “I’d say that they were not aware.” 

Is that a true statement or were you lying to him because you 
didn’t want to answer it or what? 

Mr. Drogoul. No, I think that’s — that’s — ^well, that is true. I 
guess what I am trying to say is that Rome was not aware of the 
specific mechanics of how we were dealing with the loans. But 
Rome was aware we were lending to Iraq, Rome was aware of a 
variety of conversations that we had, but they were not specifically 
aware that we were placing this particular loan on the right and 
another loan on the left. 

Mr. McCollum. All right. Let me ask you this: In what was — 
we have as a document nefore us that says the government sen- 
tencing memorandum was filed with the court on September 11, 
1992. ^ey go through a careful discussion and I quote from it, 
“Throughout the debriefing sessions which they say took place with 
them in 28 separate days of debriefing with you between June 4, 
1992 and August 20, 1992, the defendant” — and I am quoting — ^“re- 
peatedly was asked whether he had told any BNL officer manager 
or employee or any United States or Italian government official 
about the off-book operation or the unauthorized loans to Iraq and 
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others. The defendant responded negatively to every question on 
these topics.” 

Mr. Drogoul. That is flatlv untrue, and that^s the reason I tried 
to have my guil^ plea withdrawn because I was telling them just 
the opposite, and thev kept writing down on those forms that uiey 
have exactly that informataon. That was the substance of the big 
dispute that I had with them at that time. That^s the heart of the 
issue. 

Mr. McCollum. Let me ask you a followup to that. It says in the 
same sentencing document just two paramaphs down, ^Drogoul 
was also questioned at length about United States Government of- 
ficials, both elected and appointed, who mi^t have had some 
knowledge of BNL-Atlanta’s unauthorized lenmng. Drogoul did not 
tell anyone outside BNL-Atlanta it was the off-book operation or 
the unauthorized loans.” 

Mr. Drogoul. Same answer as the last one. I repeatedly was 
tiying to give them names and they wouldn’t listen. 

Mr. McCollum. Let me ask you one other question relative not 
to the issue of BNL-Rome knew generally about it but about the 
question of these documents that you have been discussii^ and the 
way that they were omitted or not. You said that Dr. Sardelli, 1 
gmess he’s a New York manager, at a given time in this segment 
wat you altered or omitted recoils to keep him from seeing what 
was going on as I understand it. 

Mr. Drogoul. That is correct. 

Mr. McCollum. You were testifying, if I am not mistaken, to us 
today that it was not to keep Rome from knowing, but it was strict- 
ly to keep Sardelli from knowing; is that correct? 

Mr. Drogoul. When there was a change in administration in 
Italy and when the people with whom I had open dialog in New 
York and in Rome were all of a sudden out of power, I found myself 
in a new situation. I didn’t know what to do. I didn’t know who to 
approach, and before going to Mr. Sardelli, I wanted to see on what 
siue of the fence he was, whether he was with the previous admin- 
istration or whether he was with fhe new administration. I just 
didn’t know. 

So I kept my distance from him and I didn’t mve him informa- 
tion, and as my relationship with Rome unfolded even more after 
his arrival, I was told to kera Mr. Sardelli — ^let me restate in it a 
proper way. I was told to deal directly with Rome and to ignore Mr. 
Saidelli. 

Mr. McCollum. All ri^t. Now at one point, you did prepare a 
memo to your file for yourself and your attorneys in September 
1989 if I am not mistaken. We apparently have a copy of that that 
was provided to the government after you had your first guilty plea 
in June 1992 when Judge Shoob questioned you. That’s what this 
is here. 

One of the notes that is taken that you apparently took yourself, 
am I right toat these are notes you made yourself to the file, that 
is the memorandum? I will be glad to show them to you. 

Mr. Drogoul. I think these are notes that were made by my at- 
torney after discussions with me 

Mr. McCollum. All ri^t 

Mr. Drogoul. In 1989. 
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Mr. McCollum. Let me quote from this, anway, because I think 
it is relevant because this is pertaining to the visit that you had 
to Venice and was apparently during this time you testified earlier 
that things broke loose back here at home. You came back, and if 
you didn’t say this, is what it is quoted as you saying. 

“Durini^ my visit to Venice, our regional manager Mr. 
Guadagnini,” if I am pronouncing that correctly, "was criticized by 
his superior for allowing the Atlanta branch to maintain a consid- 
erable excess for Rafidain Bank as noted in the category by, quote, 
Mr. Guadagnini. My regional manager is that Sardelli. I don’t 
know if it is. 

Mr. Drogoul. No, I think Mr. Guadagnini was — I think was the 
regional manager at the time. 

Mr. McCollum. My remonal manager sat down with me there 
and told me to clear up me problem. Upon my return to Atlanta, 
Paul, Therese, Robert, Mela, and I decided that the best way to 
hancUe the situation would be to skip the excess amounts off the 
books on the last day of the month. That is on the day the com- 
puter reports were examined by Rome. 

Mr. Drogoul. Correct. 

Mr. McCollum. Why would you have picked the day that the 
computer reports were examined by Rome to skip the books if you 
weren’t interested in keeping in this from Rome not just Mr. 
Sardelli. 

Mr. Drogoul. Because Mr. Florio, who is the person who had 
the conversation with Mr. Guadagnini, who is the very person who 
approved those same loans for me several months before. And in 
my conversations with him and subsequent conversations — and in 
my conversations with Guadagnini and my conversations with the 
people in Rome about those very loans, it was made clear to me 
that to protect Mr. Florio whose division was just about to be abol- 
ished, I needed to cover for him. And that is, in essence, what I 
did 

Mr. McCollum. You needed to protect him from Rome seeing 
this; is that correct? 

Mr. Drogoul. No, I needed to protect him from the politics that 
erased him from office. 

Mr. McCollum. But, nonetheless, Rome would not see it. And if 
they had seen it, then that would have been the problem for him; 
is that correct? I mean, you — I asked the question about why pick- 
ing the methods you used to erase this from the computer message 
that went back to Rome and you are sa3dng to me, you did that 
to protect Mr. Florio — ^how do you pronounce nis name? 

Mr. Drogoul. Florio. 

Mr. McCollum. Florio. Am I correct in that? 

Mr. Drogoul. Yes. But I think what is missing here is your lack 
of understanding of the politics of BNL-Rome. I think that is — ^it 
is not a 

Mr. McCollum. All right. I understand — think I do understand 
the politics and I understand it’s crazy over there and it was and 
that’s why they are having all the scandals but nonetheless, my 
point is not to go back over that explanation, and you have given 
twice or three time today, but it was simply to point out that, to 
me, there is an inconsistency here. 



44 


And I know you have tried to explain, but it just on paper is an 
inconsistency that says that you were ti^ng— on the one hand, you 
told us to protect Mr.— eveiything from Mr. Sardelli. but here is an 
instance where you are telling us on the other hand you are really 
work — were keeping this stun from Rome in order to protect Mr. 
Florio, so it is all to me very difficult to believe everything you are 
telling us today. 

It does affect my judgment. I am not saying you are not telling 
us all the truth. It may all be truthful. In fact, I know some of it 
sounds to me lo^cal, but there are problems of your credibility for 
that reason. I thmk you know that 

Mr. Drogoul. Well, that’s fine. I accept your comments, but I 
think you need to understand the amorphous situation taking place 
at that time and perhaps one of the next witnesses will hmp you 
understand that And also, please bear in mind at all times mat 
after 1989, when I came back, behind me and above my shoulder 
also, I always had three ravemments: The Iraqi Government, the 
Italian Government, and me United States Government involved in 
these things. And I was not going to try to do anything that was 
in any way — ^which in any way would upset them. 

Mr. McCollum. Were you afraid of tnem? 

Mr. Drogoul. I think, in a word, I have to say, yes. I had con- 
cern. 

Mr. McCollum. Thank you. 

Chairman Gonzai£Z. Mr. Schumer. 

Mr. Schumer. Thank you, Mr. Chairman, and I appreciate all 
the work you have done in this area. As you know, my subcommit- 
tee looked into some of the more judicial aspects on this on the Ju- 
diciary Committee as well. 

Mr. Drogoul, I guess what I would say here is that it seems hi^- 
ly implausible that you would be allowed on your own to send mis 
huge amount of money to Iraq. Everyone buys that, or most people 
buy that, unless BNL was quite a different institution, I mean, 
than anything we have ever known. 

And you say your story and testimony seem to indicate that’s the 
case, the problem I think everyone has nere, and the frustration we 
are all facing is other than speculation, you don’t deliver anything 
specific, a smoking gun, if you will, that shows that to be the case. 

Now, can you give me in not something that you thought, you 
surmised, but in me most concrete terms possible how you can con- 
vince us that the Governments of the United States, Italy, and 
Iraq, as you put it, were all behind you and what you were doing 
that this was not just a capitalistic enterprise where you made a 
little money on the side and you are paying the price, but this is 
far bevond that. That’s the key Question. 

And I don’t — you know, I apologize that I haven’t been here the 
whole time, but I have read your testimony and heard recounts of 
it. I think that’s the question most people are asking here. 

Mr. Drogoul. Among the documentation that we were not able 
to see until the past 3 or 4 months because it was not provided to 
us from BNL, mere was a letter. Actually, I am referring to one 
letter, but there were several letters from grain companies to the 
head office of BNL a^r 1989 who wrote, excuse me, but we don’t 
understand. We have met with you in Rome, we the grain compa- 
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nies have met with you in Rome on numerous occasions and ex- 
plained to you on man^ times tihe nature of the — the breadth and 
scope of our relationship with BNL-Atlanta. Now, all of a sudden, 
you are telling us that you don’t know anything almut it. 

Those are the types of letters that are only now starting — we are 
only now starting to get. 

Mr. ScHUMER. Do thev describe the breadth and scope? Breadth 
and scope can mean a wnole lot of things, means it goes all the way 
to wheat to rice to sor^um. 

Mr. Drogoul. That letter does not, but that statement— we have 
recently subpoenaed and started to obtain memos from the grain 
companies. They were commenting and detailin|[ what it is in par- 
ticular they spoke to Rome about, and those things they spoke to 
Rome about are precisely the things that we were involved in that 
were illicit. 

Mr. ScHUMER. You are going to have written documentation at 
some point, you believe, that wnl show that. 

Mr. Drogoul. We have 

Mr. ScHUMER. Do you have any now? 

Mr. Drogoul. I don’t have with me today, but we are preparing 
a memorandum. 

Mr. ScHUMER. Memorandum, again, is not the kind of jproof that 
we are looking from your lawyer to you that someone said this or 
whatever that would not be admitted in a court of law. 

Mr. Drogoul. We are preparing a memorandum for the court for 
sentencing which includes as addenda many of those documents. 

Mr. ScHUMER. Let me ask you these questions: Did you ever talk 
to a CIA agent who showed you his or her credentials and said I 
am a CIA agent? 

Mr. Drogoul. No. No one has done that. 

Mr. ScHUMER. Did you ever talk to on— did you ever meet and 
talk about these matters with Ambassador Glaspie? 

Mr. Drogoul. No, I was introduced to Ambassador Glaspie brief- 
Iv at a cocktail parly, but I never spoke to her specifically about 
those issues. But if I may comment 

Mr. ScHUMBR. Please. 

Mr. Drogoul. Mr. Dejani mentioned to me that he had spoken — 
he and others have spoken to April Glaspie on many occasions 
about these veiy matters. 

Mr. ScHUMER. OK Let me just say again, I think very few people 
credibly believe that, Mr. Drogoul, you made a decision on your 
own to send $5 billion to Iraq. I think a few people, but not ve^ 
many believe that the decision was made on a purely economic 
basis, shall we say. But until you come up with specific, hard-nosed 
allegations, as opposed to speculation, you are not going to be able 
to make your case, particularly in light of the fact that by your 
own, you know — by your own trial record, that you have accepted 
bribes, and so forth, been convicted of accepting bribes. 

So that is my basic point to ^ou, and it is nice to hear that you 
think that this and this and ihis might have happened, or this one 
said this to you, but you are going to need a lot more than that 
to prove at least to the country and to the world of the nefarious 
scheme that many of us suspect might have happened. 
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Mr. Drogoul. 1 agree with you. I do and that in fact is the crux 
of the problem that I am having. However, in all the things that 
we have examined, we never remly have taken a close look at any 
of the documentation in Italy or interviewed people in Italy who 
have corroborated what I have said. Now, recently, in the past, I 
would say 

Mr. SCHUMER. )^y didn’t you. Your whole life is at stake. 

Mr. Drogoul. Because we were— only in the past several months 
we were able to elicit that information. My Federal defender was 
good but she wasn’t that good, and she didn’t really know where 
to strike. And it is only in the past several months that we have 
been able to subpoena records from BNL which is not very happy 
about producing documents to us and found people in Italy who 
were BNL emplovees and former BNL employees who have cor- 
roborated what 1 nave said. But we are still not finished with that. 

Mr. ScHUMER. So it is your belief, in any case, for whatever it 
is worth, that you will come up with the written documentation, 
the smoldng gun, if you will, that will prove your allegations to be 
true at some point in your process of discovery; is that ri^t? 

Mr. Drogoul. To the best of our ability, we are working to do 
that, but the focus is in Italy on that, it is not in the United States. 

Mr. ScHUMER. Thank you, Mr. Chairman. 

Chairman Gonzalez. Thank you. 

Before we recess, I am going to ask the two gentlemen sitting to 
your immediate left to identity themselves. Are they here accom- 
panying you? 

Mr. Drogoul. They are my personal attorneys, Mr. Jim Tupitza 
on my left and then next to him is Alexander Murphy, another at- 
torney. Mr. Tupitza is really not just an attorney, he is a personal 
friend of mine who became involved to tiy to help me when he 
found out that my family and I were really suffering, is a former 
college roommate of mine. 

Chairman Gonzalez. All right. We will stand in recess for about 
10 minutes to record a vote. 

[Recess.] 

Chairman Gonzalez. The committee will please come to order. 

Mr. Drogoul, I am going to go to a fundamental question here. 
In your testimony, you drew a picture of the BNL as an unorga- 
nized, often informal organization where off-book loans or the gray 
book as you referred to them, were permitted. 

What is difficult for me to understand is that BNL-Rome was 
aware that you had committed the bank to loaning Iraq $2,155 bil- 
lion in medium-term loans without seeking collateral from Iraq. In 
fact, the medium-term loans contained a veiy low-interest rate and 
had very generous repayment terms. 

The first question: Was BNL aware of the details involvinjp; the 
$2,155 billion in MTLs uncollateralized loans to Iraq at such favor- 
able interest rates and repayment terms and did you ever provide 
BNL-New York or BNL-Rome with a copy of the MTLs prior to the 
BNL raid in August 1989? 

Mr. Drogoul. Well, I think to answer the question, 1 have to go 
back to my meeting with Mr. Monaco in Bagdad in 1988. When he 
was in Bagdad and Paul von Wedel and myself were in Bagdad, 
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and in our conversation he and I discussed the reasons why we 
were both in Iraq. 

I expressed to mm that I was there to negotiate industrial loans 
now that the war was over. He replied that he was there to start 
working on the same thing once he himself finalized administrative 
and rescheduling problems that he had to deal with. And he asked 
me to TO ahead, proceed, and keep him informed of what had been 
concluded and finalized. 

Meanwhile, he said he would work on his own to get as much 
information m>m his side as he could. When I returned to the Unit- 
ed States, I had a conversation with him on the telephone and laid 
out, more or less, the nature of the first agreements — ^the first MTL 
that we had. 

Chairman Gonzalez. Do you recall the date or approximate 
date? 

Mr. Drogoul. That was in Bagdad? 

Chairman Gonzalez. Yes, where you met Mr. Monaco. 

Mr. Drogoul. I think it was Fehruary 1989. Well, my counsel 
says February 1988. 

Chairman Gonzalez. Nineteen hundred and ninety-eight. 

Mr. Drogoul. But — I think— yes, it was Februaiy 1988 because 
it was prior to the time that we had completed. 

Chairman Gonzalez. The reason, irs important to my mind, 
but— 

Mr. Drogoul. It was 1988. 

Chairman Gonzalez. OK. You may continue. 

Mr. Drogoul. And subsequent to that, once he realized— once he 
realized that we were involved in lending on a medium-term basis 
to the Iraqis, he — I don’t want to use the word envious. He was try- 
ing to develop the same kind of business on his end, and tiying to 
wrap up his administrative duties as much as he possibly could 
with a view to establishing credit lines on his side. 

Then the next thing, I am just going to touch upon the highlights 
here, but you need to remember I was in contact with him and 
with others in Rome who recommended that we engage in lending 
to Iraqi — ^to Italian companies for Iraqi contracts. 

Alter a while, we didn’t receive telephone conversations from 
Monaco anymore — calls from Monaco. We received direct telephone 
calls from other branches in Italy, tell us they had spoken to 
Monaco and Monaco had recommended that they speak to us to ar- 
range contracts for their customers with the Iraqis, so it was a se- 
ries of events that took place over about 6 months’ time. 

To try to answer your question and be responsive directly, he 
was aware of specifically of MTL-I. He was aware not of the exact 
details of MTlA-II, but he was aware of the essence of the £^ee- 
ment. He was aware of the amounts. He was aware also of the 
companies involved in those transactions, especially the Italian 
ones. 

Chairman Gonzalez. And this Ted Monaco was the bank’s offi- 
cial in charge of the Middle East, generally? 

Mr. Drogoul. That is correct. 

Chairman Gonzalez. OK. 

Mr. Drogoul. I think there is another example that I may have 
mentioned in my statement to you but did not read here, and that 
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involves the bank’s multinational lending area which developed a 
relationship with Nestle in Switzerland. We ourselves had devel- 
oped a relationship with Nestle. He visited Nestle. He returned to 
Rome, called me, thanked me for all the good work we had done 
in Iraq to help him develop the relationship with Nestle which had 
just bought Butoni, the Iti^an pasta maker. 

Chairman Gonzalez. Was Iraq eventually ever going to 

collateralize these loans? 

Mr. Drogoul. Iraq expressed the matter to me in this manner — 
the whole issue in this manner. They did not believe that the loans 
would be 7- to 10-years loans. In the discussions we had prior to 
the time that we even negotiated the medium-term lending agree- 
ments, the Iraqis reasoned that they had approximately, say, 70 or 
80 billion dollars’ worth of debt. Of that, half of it was what they 
characterized as inter-Arab debt and, therefore, not to be paid until 
it was convenient for it to be paid. The balance that they had due 
was idiout $35 billion. 

Thirty-five billion for a country like Iraq is not that much when 
you consider that Brazil has $90 billion and Poland has $70 billion 
and Iraq has the resources to pay that kind of debt over a period 
of time. 

They told me that they anticipated paying off a considerable por- 
tion of their debt within 4 years and that it was entirely possible 
that the medium-term loans would be prepaid by 1994. So fiiey did 
not articulate that in the documents themselves, but there was dis- 
cussion of that and perhaps my colleague, Mr. von Wedel, may re- 
call something about those conversations as well. 

Chairman Gonzalez. Yes. That was going to be a followup ques- 
tion, but while we have you, now, what about the fact that Iraq in 
the meanwhile was defaulting with other governments, European 
governments? Were you aware of that? 

Mr. Drogoul. I was aware that the Iraqis were rescheduling. I 
think — ^really, I think I was wondering whether I ought to impose 
upon you and tiy to explain what I saw taking place in Iraq. And 
what I saw is the United States relationship with Iraq, if you will 
bear with me for 2 or 3 minutes, I will try to do that. 

Chairman Gonzalez. Absolutely. 

Mr. Drogoul. I will start by saying that I had a conversation 
once with a woman who ran the grain — ^not the grain importation, 
but the foodstuffs importation division at the Ministry of Trade. 
Her name is Mrs. Aziz and Mrs. Aziz is the sister of Tariq Aziz, 
the Deputy Prime Minister and the Foreign Minister of Iraq. 

In our conversation, she was lamenting the fact that Iraq had 
really suffered over the 1980 to 1987, 1988 period and she equated 
that war, the Iran-Iraq war to be equivalent to our Vietnam war. 
She said that Iraq had lost 250,000 people and that every family 
in Iraq had been touched by what happened during those years. 
They were pleased that the war was over. 

And she said that the war was — 1 don’t want to state that she 
said that the war was initiated at the request of the Kuwaitis, the 
United States, and the Saudis, but they led me to believe that it 
was the belief— she led me to believe that the Iraqis continued in 
their persistence of the Iranians in an effort to destabilize the Ira- 
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nians and to prevent fundamentalism from flowing over into Ku- 
wait and Saum Arabia. 

And that was ihe position she said of the United States Govern- 
ment and the position of the United States Government was to 
support Iraq during those years militarily to provide for a defense 
necessaiy to defeat the Iranians or to prevent the Iranians from 
coming uirou^. 

Now that the war was over, she said, she was veiy pleased that 
the country would be able to rebuild itself and she in that con- 
versation and other ^ople with whom I met at the Central Bank 
at the Ministiy of Industry, the Ministry of Trade edioed the same 
sentiment, that now the war was over, they and the Western world, 
particularly the United States and Western Europe, would provide 
the resources necessaiy to the rebuilding of Iraq and for the demili- 
tarization, strange as it may seem, of Iraq. 

Another point that was mentioned to me was that Iraq had 1 
million people in the Army. They want to let— release them from 
the Army, but those people didn’t have jobs to go to. So, therefore, 
it was necessaiy before any kind of reduction in the size of the 
military for the economy to kick in ^ain, and as a result, these 
individuals expressed to me— Mrs. Aziz being one — they relied and 
they are were going to rely on the United States to help restore the 
economy to the level that it should be at. 

That, to me, fit in with what Mr. Bush characterized as his at- 
tempt to bring Iraq into the Community of Nations. And, I said 
to— I thought about this off and on. I said to myself, I know the 
mechanism existed with regard to BNL. But I don’t understand 
why they did it the way they did it. 

And I have — ^I said to myself, if it is true that the United States 
and the West were trying to draw Iraq back into the Community 
of Nations, why did they allow the procurement efforts to take 
place, the opportunity was golden in 1988 for the United States 
and Germany, France, and Eneland and everyone else to step up 
to Iraq and say, gentlemen, we know you need to restore your econ- 
onty. We are going to help you, finanaally. Here it is. 

But we also know that you are involved in this procurement 
basis and we don’t want you fooling aroimd with chemical weapons, 
biological weapons, and nuclear weapons. Cut that out and we will 
support you. But they didn’t do that. 

So I have to question even the thou^t that the West was trying 
to bring Iraq into the Community of Nations. I really haven’t un- 
derstood what the motivation is there. 

Lost my train of thought. Must be lunch time. 

'That is right. We were discussing the sense of the repayment. 
The Iraqis mdn’t feel — ^they really felt that they had a lot of re- 
sources. They had the ability to repay and they wanted to expand 
the economy and trade more with United States and trade more 
with the West. That’s the impression that they presented to me. 
And hence, the MTLs were the justifications supposedly for that. 
But I couldn’t understand why the BNL channel had to oe clandes- 
tine. In fact, I asked my coimsel that only a few days ago. And I 
still haven’t understood the answer. 

Chairman Gonzalez. Well, this committee has adduced docu- 
mentation and evidence showing some of the surrounding effects 
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with respect to that which puzzles you, and I ^ess rif^tfully, so 
it puzzles all of us. The history, though, reveals as far as foreign 
policy is concerned, which is another committee’s jurisdiction, that 
there was good reason for Iraq to feel that the United States was 
behind it. 

Because when President Reag^ removed Iraq in 1982 from the 
list of terrorist nations, it opened the gates for the formation of this 
Iiu|te commercial group. And, in fact, one of the more prominent ac- 
tivists in that mroup is a man of Arabic descent who later was an 
official of the Houston bank. First City, and who headed one of 
those commercial trips with 87 of our blue ribbon industrial and 
manufacturing enterprises comprising the group. But it was be- 
cause the government’s poli^ was to stimulate trade and tiy to 
seek favorwle balance with Iraq. But even before the Reagan ad- 
ministration in 1980, the National Security Advisor, Brzezinski, 
fostered the plan of stimulating and encouraging Iraq as against 
Iran, even before the outbreak of the war. 

And then, of course, the sorry spectacle that has made us the 
laughing stock throughout the world of, un the one hand, affirma- 
tivmy and positively and very strongly urging this commercial 
interchange with Iraq, even to the extent that the CIA entered into 
agreements to exchange intelligence with Iraq. And the relation- 
smp existed until the summer of 1990 and just prior to the inva- 
sion of Kuwait Iraq which was the one triggering factor but 
which, of course, there again you have all kinds of contradictory 
statements. ‘ 

But, it all impacted this committee because we also have jurisdic- 
tion of the Export-Import Bank and the Export-Import Bank be- 
came exposed to {dx>ut $50 million on guarantees and, fortunately, 
the fact that the national jpoup, interagency group had members 
representing the Federal Reserve and defense and all prevented 
any further exposure of those loans. 

But one of the thinm that had to be observed was the statutory 
requirement that the Export-Import Bank would be limited in ex- 
tending the guarantees to those countries that had a reasonable as- 
surance of repajrment. And Iraq, at that point, became question- 
able. 

I still don’t understand, other than the explanation you have 
mven which I think in the context of the environment that existed 
then. I can understand that, ^d I can understand the interpreta- 
tion of the head of this Iraqi agency, Mrs. Aziz. 

Now, as to your assistant — ^and I guess he was your assistant, 
Mr. von Wedel— - — 

Mr. Drogoul. Yes, that’s correct, my assistant. 

Chairman Gonzalez. What about him, now, he cosimed the first 
two, MTLs, but he refused to cosign the third aiul the fourth. Do 
you have any idea or did he make any statement with respect to 
his refusal of that third and fourth loan? 

Mr. Drogoul. Mr. von Wedel was not as involved as I was really 
in the dialogs with Rome. He saw as no doubt my other colleagues 
saw in Atlanta only a part — ^they saw the activity but they didn’t 
understand fully the activity or why it was taking place. 

And I think Mr. von Wedel didn’t understand when we got to the 
third and fourth medium-term loan the nature of the beast. He 
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didn’t understand that Rome was suddenly behind this and I didn’t 
want to compromise — explained to him, as best I could, but did 
not go into too much detail because without firsthand discussions 
with him, he wouldn’t have — he wouldn’t have accepted my expla- 
nations. 

Chairman GoNZAUSZ. But, still, the question remains: Wlw did 
he refuse to sign the last two, whereas he signed the first two? 

Mr. Drogoul. Because the amounts were probably staggering 
and they were — and they were ofF-book and they were not for— 1 
think I would like for Mr. von Wedel to answer uiat question, but 
as Mr. von Wedel said to me once, as long as it was CCC-related 
business, he didn’t see any problem because it was for grain and 
commodities. 

Once we started to deal with industrial matters, and once he had 
a sense that there was something perhaps beyond just industrial 
matters involved, that is to say programs military involvement, I 
think he didn’t want to have anything to do with it, and I under- 
stood that. I, however, was in a different position. I was manager 
of the branch. I was responsible for all these loans. I had the dialog 
with Rome and our positions were different. 

Chairman Gonzalez. Well, Mr. Hinchey, 1 noticed you have some 
additional questions. 

Mr. Hinchey. Thank you, Mr. Chairman. 

Mr. Drogoul, I just want to express my appreciation for the pa- 
tience and the CTacefulness with which you have responded to the 
questions that have been put to you today by the members of the 
committee: I am interested, frankly, in the way you seem to have 
been manipulated and also in the way in which the Justice Depart- 
ment of the United States has apparently failed and, also, in the 
apparent illicit use of Federal agencies to accomplish certain for- 
eign poli<y objectives and now apparently domestic policy objec- 
tives. 

Was there a time when BNL provided more than $2 billion di- 
rectly to Iraq specifically to a procurement network that was de- 
signed to obtain certain kinds of weapons, particularly chemical, bi- 
olomcal, those kind of specific weapons systems? 

Mr. DROGOUL. Are you asking me whether or not the medium- 
term loans were specincally used for military purposes? 

Mr. Hinchey. Yes. 

Mr. Drogoul. Initially, when we — you must remember, initially, 
when we signed the loans and became involved in those loans, the 
first agreement was simed.by the Ministiy of Trade, not by the 
Ministry of Industry. And, really, we thoue^t and Rome told us 
that these activities were for the economic reoirth of Iraq. 

And the question was asked to me earlier about the petrochemi- 
cal plant that we went to visit. Even when I went to visit the petro- 
chemical plant in Basra, I really didn’t think that it had military 
application. But once I visited the first or the second Bagdad mili- 
taiy fair, that we didn’t think we were going to be a party to. But 
all of a sudden, we became a part of and saw that the companies 
that we had financed under the MTL Programs were all present as 
exhibitors at the fair. I think then Paul and I realized more or less 
what we were involved in. 

Mr. Hinchey. When was that? 
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Mr. Drogoul. When was that? 

Mr. Hinchey. Yes. 

Mr. Drogoul. That was the 1988 — ^no, Fm sony. That was 
March 1989. And that perhaps addresses to some extent Mr. Gon- 
zalez’ question about why Mr. von Wedel may not have felt com- 
fortable in the third and fourth agreement. We had a sense as 
things evolved that we were movine toward the financing of mili- 
tary things. And I wasn’t comfortwle about it, but I couldn’t do 
very much about it. I was boxed in. Paul was in a lesser position. 
He could revolt and he did. 

I am goin|: to digress and say BNL traditionally has a history of 
financing military transactions. And in fact, in the course of the 
eighties, I thought — and the Italian Senate has used the word "rou- 
tine” about my filings of letters of credit from the Italian Govern- 
ment financing sidewinder missiles and that’s more or less how I 
felt. I really realized that the Italian Government used BNL to fi- 
nance a lot of its militarv transactions, military hardware. 

Another transaction that comes to mind involves — ^and this was 
in the Spider’s Web recently. I have only recently read about this, 
but in the book written by Mr. Freidman recently, he mentions a 
1985 transaction that passed through the Singapore branch of BNL 
involving cluster bombs, I think, or cluster mines, all financed by 
BNL for the Central Bank of Iraq in 1985 and there is kind of— 
if you look at the entire record, you see a pattern of transactions 
where the bank has been involved in military — ^in transactions of 
financed military applications. 

And to answer Mr. Schumer’s question when he asked me earlier 
and really made a statement, he said until you really investigate 
this thing properly, there will be some people out there who Mali 
not believe you. Unfortunately, that is true. But my defense team 
has not had the resources to investigate this entire issue as it 
needs to be investigated. 

If there had been an independent prosecutor, I believe that 
things would perhaps have been different, but we didn’t have that 
luxuiy. So eveiy time we stumble across a bit of information, we 
use it. It starts to fit a pattern, but it has taken us a long time 
to come to the conclusions that we finally come to. And one of those 
is that BNL has always been involved in transactions that support 
its TOvemment when it relates to militaiy matters. 

Mr. Hinchey. So after that experience at the fair, you were veiy 
much aware that the loans that were being made through BNL 
were in fact going to purchase, at least in part, military hardware? 

Mr. Drogoul. Well, the last agreement was for — ^went prin- 
cipally to finance a General Motors-Volvo truck plant. And at the 
time that the transaction was proposed to us we thought that it 
was for a truck plant. But as we thought about it and we— and 
having recalled that we saw a General Motors trucks at the mili- 
tary fair. 

We had the sense that it was perhaps militaiy, but at the time, 
that was — ^we are not talking about 1991 post-Persian Gulf war, we 
are talking about pre-Persian Gulf war when financing and sup- 
porting Iraq seemed to be the thing to do. 

So we didn’t think there was anything unusual about it. Remem- 
ber, also, that this entire exercise was being championed to a great 
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extent by Rome officials. So we really were just following orders as 
best we could. 

Mr. Hinchey. I understand that;^ou were— you were working for 
a bank that loaned money for various purposes, and that some of 
those purposes might have been for militaiy hardware in certain 
circumstances and that that would not be regarded by you as being 
entirely unusual. 

But I am interested in how that came about and how you became 
aware of it and to what extent, if any, you at some point became 
aware that the Commodities Credit Corporation or other U.S. agen- 
cies were being employed to help finance those militaiy purchases? 

Mr. Drogoul. Well, again, that was a question that was asked 
earlier, and I really cannot say that I thought that the grain that 
was being shipped to Iraq through Jordan was being diverted for 
the purchase of arms. 

I mean, if you were to ask me that question 2 weeks ago, I would 
have said to you, I don’t think so. But aiUr I read the statements 
by certain BNL executives on the matter who have commented af- 
firmatively that in fact that was — ^BNL executives, of all people — 
that that was taking place, I can now say, who really knows? And 
the onlv way to know is to investigate the issue in Italy. 

Mr. Hinchey. How did you become aware that the Miami branch 
was involved in the transaction with tiie attack helicopters. 

Mr. Drogoul. That transaction, if I am not mistmien. was pro- 
posed to us initially and we declined to do it and I think Mr. von 
Wedel was the one that came to me and outright said. These heli- 
copters, look at the desciwtion of the helicopters, these are ar- 
mored-plated helicopters. l%ey may not have guns on them, but 
thepr are for military purposes. We declined to handle the trans- 
action. 

Mr. Hinchey. What was the origin of that proposal? 

Mr. Drogoul. You will have to ask Mr. von Wedel. I can’t re- 
member. The oriran of the proposal, I don’t know. But the trans- 
action itself invmved Agusta helicopters, which are Italian heli- 
copters, Bell A^sta helicopters, and I think our Miami office ulti- 
mately financed that transaction. 

Mr. Hinchey. Did your branch finance a transaction involving 
Sidewinder missiles? 

Mr. Drogoul. We did. That is one of the transactions that rou- 
tinely came through the Atlanta office. We would receive periodi- 
cally letters of credit from the Italian foreign exchange division of 
the Central Bank of Iraq for the Security Assistance Accounting 
Center in Denver, Colorado, and we could not tell from the docu- 
mentation specifically what was being shipped always, but after a 
few bits of correspondence went back and forth between the Em- 
bassy of Italy and the militaiy attache of the Italian Embassy in 
Washington, and the Security Assistance Accounting Center, we 
recognized what they were for, and they would mention sometimes 
the exact nature of the ^ods being shipped, and on one transaction 
the name Sidewinder missiles popped out. 

Interestingly, about 280 of those Sidewinders have never been 
accounted for. 

Mr. Hinchey. Those Sidewinder missiles were shipped from Col- 
orado? 
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Mr. Drogoul. They were shipped from the United States. The 
letter of credit did not call for the presentation of a specific docu- 
ment showing where the missiles were shipped from; it onlv called 
for a document stating that it was all right for us to pay letter of 
credit. That document came from the military attache of the Italian 
Embassy in Washington. 

Mr. niNCHEY. Were you informed as to their ultimate destina- 
tion? 

Mr. Drogoul. No, I was not. I assumed that they were going for 
NATO purposes, but I have since heard that peniaps they were 
going to another destination, and at the risk of making this sound 
Hke hearsay, the countiy I heard was Iraq. 

Mr. Hinchey. Have you been contacted by people who are con- 
ducting investigations of this kind of activity at any time, inde- 
pendent investigators? 

Mr. Drogoul. You mean 

Mr. Hinchey. Whoever inquired of you as to information that 
you might provide? 

Mr. DROGOUL. You mean reporters, you mean independent 

Mr. Hinchey. Yes, reporters, people like that. 

Mr. Drogoul. I am in contact periodically with people of that 
sort, yes. I mean, I don’t understand the question. The answer is 
yes. 

Mr. Hinchey. Thank you. 

Mr. Drogoul. Simply because we don’t have the resources to in- 
vestigate every^ing that needs to be investigated ourselves, so if 
we can obtain information of a reliable source firom a reporter, an 
investigating group, we do that. 

Mr. Hinchey. Thank you very much. 

The Chairman. All right. The gentleman from New York raises 
some very interesting aspects of this. At the bottom of it all is fi- 
nancing banks, that is the bottom of everything. Wars, hostage tak- 
ing, hostage releasing, and while we were pursuing the policy or 
the change in policy or assisting Iraq against Iran, we then get the 
revelation in 1986 of the TOW missiles to Iran, proceeds of which 
were going to be used for the Contras to evade congressional prohi- 
bition. But at the bottom of it is financing. 

It is interesting that at the same time and during the course of 
that war, it was a Silkworm missile from Iraq sources that 
torpedoed the Stark with 37 American sailors losing their lives. 
How was that financed? That was a Chinese missile. 

Where did the Chinese get the patent or whatever you want to 
call it, the license? Well, ^om us. That was part of tne two trips 
that two Presidents — one President on two occasions and two Sec- 
retaries of Defense made to China. 

Was a report ever given to Congress? No. 

And the reason the gentleman’s questions are very interesting is 
because we have still not learned anything. It is still possible to 
have this, and in the case of Churchill Matrix in Ohio, which had 
an account with the U.S. Army, the high Iraqi officials of intel- 
ligence actually came im and through their purchase of at least 
better than 30 percent of the stock, had access to the blueprints of 
the 155-millimeter casing which they transported to Iraq. All the 
while, they were seeking these other forms of financing. 
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But nevertheless, where were our agencies? Supposedly, super- 
vising, overseeing, regulating, and tiying to protect the national 
public interest. 

And the reason for the insistence on these hearings is to elicit 
the information we need to further refine and perfect our rec^- 
latoiy and supervisory system which at this point is still highly 
vulnerable. And yesterdajrs testimonv I think would be disturbing 
to every one of us here, and especially those that were here in the 
last two Congresses. 

But one final question. Have you finished? 

Mr. Hinchey. Yes, Mr. Chairman. Thank you. 

The Chairman. One final question that I would like, and I am 
going to ask unanimous consent for myself and other members to 
submit questions in writing to you, that you can reply to by the 
time you receive the transcript of the proceedings of this hearing. 

But this question — ^well, Mr. Castle asked you about your dual 
citizenship and your father. He is in Paris, is he not? 

Mr. Drogoul. Bordeaux. 

The Chairman. Oh, OK Well, one thing that came to our atten- 
tion some time ago with respect to your father, were you aware of 
his relationship with TDG, tne Technical Development Group? And 
are you aware, or is it to your knowledge true, that TDG gave a 
$100,000 consulting fee to your father? 

Mr. Drogoul. I introduced TDG, and in particular, Mr. Habobi, 
to my father on the occasion that I was in London to discuss some 
project that Mr. Habovi had in mind for BNL-Atlanta, and on that 
occasion he was discussing with me the fact that Iraq was planning 
to purchase mi investment in an iron ore facility in Mauritania, 
and just haphazardly I remembered that my father years ago had 
gone to Mauritania and had done some work in that country on 
mat particular facility. 

And I remembered that my father had said that it was a facility 
that was old, it was — ^it would soon be devoid of any valuable ore, 
and yet the Iraqis were planning to spend something in the order, 
I think they mentioned something in the order of $700 million to 
purchase that facility, because there were close relations between 
Mauritania and Iraq. And in that conversation, I said to Mr. 
Habobi that he really ou^t to think twice about it and he ou^t 
to speak to someone who Iwew exactlv what that was all about. He 
seemed interested and asked me, and I said I shouldn’t even start 
to do this, because it involves a family member, but if you have in- 
terests, talk to him. Just call him up, talk to him, and see what 
he says. 

At that point I called my father right there on the spot, men- 
tioned Mauritania, and he said. Sure, I would be happy to talk to 
anybody about the Mauritanian facility. He had in years past done 
a survey on that very facility, and Habobi asked him to look at it 
and write a report that he could submit to Baghdad about it. Un- 
fortunately, that report that my falser wrote apparently was not 
very glowing. He recommended that they not purchase tne facility 
for a lot of different reasons. 

And that was — and the payment that you are referring to, I don’t 
know the amount of the payment, I don’t know the details at all 
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because it did not involve me, but that is really Hie underlying 
source of the payment. 

The Chairman. But you were aware that Dr. Safa A1 Habobi was 
also a highly placed militaTy official of Iraq. 

Mr. Drogoul. In the middle of 1989, nere is what I was told 
about Mr. Safa. I was told that Mr. Safa was the checkwriter, I 
think that was the expression that was used, he was the check- 
writer for Mr. Hussein, and that whenever the Government of Iraq 
wanted to engage in any sort of project, they employed the services 
of Mr. Habobi. 

The Chairman. Well, what about Hussein Kamil? Did you meet 
him? 

Mr. Drogoul. I met him on two occasions on one visit while we 
were there. One occasion was a protocol visit where we shook 
hands with him, he explained to us a little bit about Iraq and ex- 
plained to us how ^tefiil he was that we were helping in the re- 
birth of Iraq after the war, and then downstairs later on that after- 
noon or the following morning, I shook his hand as he was walking 
out the door. 

I think in total the first meeting' lasted 30 minutes, and the sec- 
ond meeting wasn’t really a meeting, it was just a handshake as 
we left — as ne was leaving the premises. 

The Chairman. But these two gentlemen, very high-placed mili- 
tary. Now, of course, they have the Ministry of Industry and Mili- 
tpy Production. So you know, it all depends on what they are put- 
ting on at what time. But nevertheless, you have answered the 
question. 

Really one final and that had to do with this gentleman I men- 
tioned in Houston, Mr. Aboud, and the First City Bank. Did you 
ever talk to him about setting up a $2 billion industrial develop- 
ment fund for Iraq? 

Mr. Drogoul. I don’t remember exactly the date; it may have 
been — ^maybe your records are better than mine on Hiat. But it was 
either in late 1988 or early 1989 that we were — that I was ap- 
proached by Mr. Dejani, who sent me a fax and indicated that he 
was working on putting together a $2 billion facility for Iraq so 
that they could continue their Industrialization Program. 

He mentioned to me that he had spoken to the Texas bank’s rep- 
resentative in London, whose name escapes me at the moment, and 
that that individual had spoken to Mr. Aboud, and that Mr. Aboud 
had planned to meet with me and a few of the Iraqis on their next 
trip to the United States to discuss the implementation of that 
kind of a facility. 

I never finalized the meeting with Mr. Aboud in Texas, and I 
think the matter just dropped out of sigd^t. 

The Chairman. So you actually did not meet with Mr. Aboud? 

Mr. Drogoul. No, I did not. 

The Chairman. All right, sir. Well, really, before we let you go, 
there is one more question. 

There was some plan to move the Atlanta agency to Chicago, and 
you protested that on the basis that the Atlanta agency was a very 
profitable enterprise yielding $3 billion to BNL. But what appears 
to be a contradiction there is the role of Mr. Pedde, to whom you 
protested. Could you enlarge a little bit on that? 
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Mr. Drogoul. Well, I think initially, I think what you are de- 
scribing is the tail end of that entire set of events. What took place 
initially was that I went to New York for a managers meeting 
sometime at the end of October 1988 I think. I think that is cor- 
rect, and in that meeting I had a private meeting, more or less pri- 
vate, with Dr. Pedde and a few of his people, and he asked me 
where I wanted the branch to be relocated. He said I had been in 
Atlanta for 7 years, it was time for me to develop business, and in 
particular, since we were developing so much business with the big 
multinationals in the United States, it was time for me to move to 
a bigger citv. 

He initially recommended New York, and my— even though I did 
want to return to New York, my inclination was not to return to 
New York while Mr. Sardelli was there, so I told him that New 
York was not an option at the time, and he proposed, and he, that 
is Mr. Pedde, proposed Chicago. Well, which would not have been 
my first choice. 

I understood in the conversation that it was — ^it would represent 
an enlargement of our activities in developing multinational busi- 
ness. It was an enlargement of the scope — ^it wouldn’t result in the 
enlargement of the scope of our Iraqi activities also, I understood 
that, and really, I didn’t sense that I could say no. You know, when 
your managing director tells you Chicago sounds good to me, you 
go to Chicago. So I had tentatively accepted the idea and returned 
to Atlanta. 

When I returned to Atlanta, virtually everyone, except for two or 
three people who were in opposition, Mr. von Wedel, I think, ex- 
pressed a view that he had worked for a number of years here in 
Atlanta and built up the branch; he didn’t see why all of a sudden 
he should be forced to move from the Southeast to Chicago. Other 
sentiments were echoed which were similar, and ultimately those 
people in the branch decided that thev would not be going to Chi- 
cago. If I was planning to go, I would be going alone with one or 
two people. 

At that point I expressed to Mr. Lombardi and Mr. Pedde that 
the option that thev proposed was viable, but it wasn’t going to be 
viable in the timeframe that they sought, and if they wanted us 
really to move to Chic^o, we would have to hire new personnel, 
because the personnel in Atlanta were not planning to come with 
me to Chicago. So I wrote a letter — I think that is what you are 
referring to — telling Dr. Pedde that there was a need to torestall 
the decision to move to Chicago. 

The Chadiman. Hiank you very much. 

Mr. Hinchey, do you have anything additional? 

Mr. Hinchey. No, I do not, Mr. Chairman. Thank you very 
much. 

The Chairman. OK. Thank you very much. 

Mr. Drogoul, thank you very much and your attorneys. We deep- 
ly appreciate your cooperation with this committee, and we will 
proceed in communication with your attorney as you seek and ob- 
tain additional and relevant documentation with respect to the 
BNL’s activities in Atlanta. 

Mr. Drogoul. Mr. Chairman, thank you very much. 
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The Chairman. We have our next witnesses, but we are also on 
notice that we have a regular 15-minute vote, and then imme- 
diately following that what we call a 5-minute vote. So it may take 
just a few minutes longer to register the vote and come back. The 
Chair wishes to continue and call up panel 2, but if some con- 
ference is desired, I would suggest a side room where the staff di- 
rector’s office is. 

We still have the second panel. We have Mr. Paul von — pro- 
nounce it Wedel, but it has been pronounced Mr. Wedel, former 
trade finance officer of the BNL-Atlanta; Ms. Jean Iv^, the former 
lending officer of the BNL-Atlanta; Ms. Mela Mami, former money 
market trader of the BNL-Atlanta; Mr. Luim SaroelU, is the former 
regional manager of BNL’s North-Central ^^erica, formerly sitting 
in New York, New York; and Mr. Giuseppe Vincenzino, former em- 
ployee of BNL. 

In case there are some persons in the audience that are awaiting 
the Subcommittee on International Development meeting that was 
scheduled I believe at 2 p.m.^ they will be meeting in 2359, which 
1 believe is Judiciary. It is in this general area up on the third 
floor. 

In order to expedite the proceedings, because we will have to be 
leaving shortly to record our votes uid then come back, I am going 
to ask the witnesses to stand and be sworn in. 

[Witnesses sworn.] 

I wish to again in the name of this committee thank each and 
every one of you for cooperating and answering the summons in 
our efforts to conclude our report and perfect legislation that our 
counsels and staff have been in the midst of preparing. I believe 
that in order not to interrupt the testimony of any given witness, 
we will go on ahead and recess briefly to allow the members, some 
who may be coming back after these votes, to the committee room, 
and those present, like Mr. Hinchey and myself, to record our vote. 
So we will stand in recess for approximately 10 or 12 minutes. 

[Recess taken at 2:05 p.m.; reconvened at 2:30 p.m.] 

The Chairman. The committee will come to oraer. If there is no 
objection, the Chair intends to recognize the witnesses in the order 
that I introduced you, so we will recognize Mr. Paul von Wedel — 
how do you pronounce it? 

Mr. VON Wedel. I pronounce it von Wedel. 

The Chairman. Von Wedel, OK. We will recognize you first, sir. 

STATEMENT OF PAUL VON WEDEL, FORMER TRADE FINANCE 
OFFICER, BNL-ATLANTA 

Mr. VON Wedel. Mr. Chairman, I don’t have anything prepared, 
any written prepared statement, so I would be open to any ques- 
tions that the committee would have. 

The Chairman. All right, sir. 

Mr. VON Wedel. At this point, if you would like, I would expand 
upon some of the things tnat Mr. Drogoul commented on, if that 
would be helpful. 

'The Chairman. If you wish to give a veibal extemporaneous 
opening statement, that is fine. If you would rather defer until we 
hear from the other witnesses to see if they have testimony to give, 
and then go into the question period, either way. But if you vdsh 
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to make a brief comment in the nature of a verbal statement in 
lieu of a written statement, tiiat is fine. 

Mr. VON Wedel. Well, I don’t have any, so I will defer until the 
questions. 

The Chairman. Fine. Thank you, Mr. von Wedel. 

Mr. Sardelli. 

STATEMENT OF LUIGI SABDELU, FORMER REGIONAL 
MANAGER, BNL-NEW YORK 

Mr. Sardelli. Mr. Chairman, I am here today with mixed feel- 
ings, if I may say so. 

T%e Chairman. Pardon me? 

Mr. Sardelli. I am here today with mixed feelings. 

The Chairman. I understand. 

Mr. Sardelli. On the one hand, I am here in one of the Halls 
of the Congress of the United States of America, the land of the 
free and the brave, and I thank you for that. This is the land to 
which my wife of 34 years and I contributed three American citi- 
zens, one of whom was of the right age to go to war during the Gulf 
war, should the need for his countiy have risen to resort to the 
draft. On the other hand, I am worried. Italy, the country that gave 
me birth is not going through the best of times, euphemistically 
speaking. And I am worried that whatever I am going to say will 
be construed as a disservice to that country by the people who ha- 
bitually are self-appointed keepers of the medals of merit or de- 
merit which they distribute in accordance with their whims and in- 
variably to the wrong person. 

Let it be known, if I may, Mr. Chairman, that historically my 
family has huge ties with Italy. Without being a convict, my father 
spent 8 years m jail and confinement. He was fighting t^anny. My 
uncle, he went 17 years in exile. He was no crook. He was one of 
the last members of the Italian Parliament who in 1926 stood tall 
against Fascism on the Italian Hill. My father was the first mayor 
after liberation of Italy’s temporary capital city. 

I was an interpreter with the allied militaiy government after I 
had spent some time underground helping my father fighting the 
Fascists first and the Communists later, and it cost the family’s 
fortune. My father’s fellow citizens rewarded him (and that is abso- 
lutely all he got in return for 21 years of deadly struggle) by nam- 
ing one of his hometown streets after him. I went to work. I paid 
my way through college, working anywhere between 14 and 16 
hours per day to honor both commitments. 

When I finished my college year’s summa cumma laude and fin- 
ished my master, the chairman of the financial and fiscal policies 
department of my alma mater offered to me to be his assistant. I 
accepted the position, except that later BNL came since they were 
looking for people of that nature. I accepted a training position at 
BNL which was not handed to me, which came to me out of my 
strive for excellence, which I think is not only right, but is also a 
duty, because if we want excellence in somehnody else’s house, that 
is cheap talk, isn’t it? 

The Honorable Judge Shoob spoke lately about cultures. Being 
the gentleman that he is, he undoubtedly knows what he is talking 
about. What is allowed here is not allowed there. What is legiu 
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here is not legal there. In my opinion, the only two components 
that don’t change in the BNL-Atlanta scam are truth, which invari- 
ably hurts, and the global financial economy that ends as soon as 
problems arise. 

This much having been said, I thank you for yoiu* attention, your 
patience, and for the minutes that I wasted taudng about my per- 
sonal matters. Let’s see whether we can talk about the truth with- 
out hurting too much. 

There is no malice in what I am saying, in what I will be saying. 
There can’t be: I am a Knight of the Itepublic of Italy and I am 
only calling the shots as I see them, as wey came to me, and as 
I tried to manage the way that they came. I am also sorry for im- 
posing upon you my accent, which doesn’t make a native of me by 
any stretch of the imagination, right? So if I am not too clear, 
please, interrupt me. 

The Chairman. We will. 

Mr. Sardelu. The first question that you asked me is: "What 
were your duties at BNL?” As the excerpts from a bank’s 
memoradum dated March 1989 shows, I was 1 of 11 of BNL joint 
central managers up to July 11, 1989 when I left the bank over ir- 
reconcilable oifFerences with both the chairman and the managing 
director, represented by divergence of philosophies, strategies, and 
management of the bank’s resources and assets, especially abroad, 
where I had spent 18 of my 33 years of service at the bank; 18 of 
those years had been spent in the United States of America. To 

S ’ve an example of the differences, in March 1989 they would have 
iced me to direct the Los Angeles branch to engage m real estate 
and more CCC financing. 

Contrary to the uneducated guess of people whose primary busi- 
ness has lately been twisting the truth, mine was not a middle 
man^ement position. As a matter of fact, it was one of only four 
positions in the management of the bank expressly mentioned and 
covered by the then BNL by-laws. From July 1987 through March 
10, 1989, the day that the then managing director openly made his 
decision to remove me from New York; a decision, the propriety 
and wisdom of which on July 4. 1989 1 contested in front of the 
labor magistrate in Rome, Italy (where I also lodged for the record 
correspondence showing that I had alerted BNL-Rome of high 
irr^ularities in my area). 

BNL’s regional manager and executive vice president for North- 
Central America, then comprised of five branches and/or agencies, 
four representative offices, one affiliate bank, one traffing company, 
one company for the issuance of commercial paper. The area also 
encompassed one offshore finance facility (Curacao), in which, how- 
ever, I was never allowed to play a role. 

I came to New York on July 4, 1987 on an urgency basis to re- 
place my predecessor who had l^en in the same position for 18 
years. Needless to say that eve^body at BNL had known for years 
that he was going to retire on July 17, 1987, but chose to do noth- 
ing until the last day. 

I came to the management of the area of North America, having 
left the management of the area of the Far East and Australia that 
I had created out of nothing during my 5-year tenure. When I left 
there the bank had one merchant bank with 2 branch offices for 
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a total of 11 offices between branches and financial offices. Span- 
ning from China to New Zealand and from Pakistan to Japan, it 
encompassed something like 17 countries, 2 territories, and half 
the population of the world. I was enjojdng it. 

And yet at Ihe end of June 1987, then, M.D., Prof. F. Bignardi, 
told me that I had to come to the United States of America because 
eveiy time that he mentioned my name in New York, he thought 
it was the name of an Italian laxative because everybody was run- 
ning for cover. I told him that I didn’t consider it a compliment. 
But since he, like other managing directors, could not speak Eng- 
lish, he thought that he wanted to have a firsthand idea of what 
was happening from a reliable man. 

Little did he know that 3 months after he had appointed me, he 
was appointed someplace else. A politician had in fact readjusted 
the dunes of the Italian financial landscape and Prof. Bignardi has 
moved someplace else. Thus, almost immediately after mv arrival 
in New York, I was notified that due to the appointment oi the new 
man^ng director (Mr. G. Pedde, who had l^en appointed to that 
position after 2 hours of conversation with the then Minister of 
Treasury, when it usually took between 6 months and 2 years), the 
duties so far discharged by the r^onal manager would be dras- 
tically reduced and changed. 

By the way, I don’t know how much you follow things Italian. If 
you read their newspapers today, you will find that whomever was 
in power yesterday is having today a few mishaps and bouts with 
justice. 

At any rate, he was appointed managing director of the bank and 
proclaimed immediately that the only “quality” he recc^ized was 
liwalty to him. He clsdmed that he was the relative of a number 
of people, all of them in power then, including Mr. P. Cossigo, the 
President of the Italian Republic. He claimed to me that he was 
also Ae cousin of Mr. Berlinguer, the then powerful head of the 
Italian Commvmist Party. In fact, Berlinguer and Cossiga were 
cousins. Whether or not Pedde was the cousin of these two people, 
I don’t know. He told me so. He expected me to drop dead at the 
revelation, which I didn’t. 

As I was saying, the duties so far discharged by the regional 
manager of the N. & C. America would be drastically reduced and 
changed from a situation where each of the branch and/or affiliate 
managers and personnel were directly miswerable to the regional 
manager (whose staff then numbered about 37 people, including 

the regional comptroller and ihe regional auditor), to a new format 

that would call for the New York branch to perform the role of the 
mother branch to Chicago, Los Angeles, Miami, and Atlanta, which 
ancillary branches, if we may designate, or peripheral — ^let’s agree 
on one term — ^which peripheral branches or agencies were going to 
answer to the New York branch, the mother branch. 

Whereas this was the new format for the New York branch, the 
regional management staff had to be reduced from 37 to 1, exclud- 
ing the regional manager. Since by now (October, November 1987) 
I was the only survivor in BNL’s central management with any for- 
eign experience and any command of the lanmiage, I was afforded 
the honor of giving the final revision to the draft of the corporate 
resolutions to be adopted for the change that had to occur in the 
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area. Since mine was the last revision, mine is also its authentic 
interpretation. 

I returned it with my corrections, accompanied fay a letter dated 
December 29, 1987 which nobody wants to read now, that in clear 
terms told uie managing director that we were entering into 
untested territories, that judging from the dismal situation in tiie 
area, it would take me anjrwhere between 12 and 18 months to im- 
plement the new format. 

It had taken the usual big fee consulting firm 2 V 2 years to con- 
coct the medicine. Eveiybody who has converted into action a new 
plan knows that it needs a dmelag within which he has to phase 
out the old and put in the new. 

I told the M.1). through the appropriate channels that as far as 
I was concerned, I thought that it would take 12 to 18 months, to 
implement the new format depending upon the caliber of the man 
that the Rome headquarters was ^ing to send to New York to 
cover the position of the New York nranch manager. The one that 
was there in December 1987 and had been there for the last 18 
years was about to retire (January 18, 1988), which means that al- 
most simultaneously the regional manager and the branch man- 
ager of the now mother branch would have been changed. I told H. 
0. Rome that if the man who was coming to New York was (as it 
happened to be) that which had been rumored— he had never held 
a management position, did not know a word of English, also dif- 
ficulties with technicalities, was long on name rather than sub- 
stance, had been promoted three times in 6 months whereas at 
BNL, it really took a genius to make it in 3 years, then surely he 
was inadequate for the position that he was going to cover. Except 
that Pedde’s party protege he came. 

I also said in my letter that 1 would have difficulties in giving 
a New York headhunter the job of finding a man for that position. 
The new format also allowed each and eveiy one of the three divi- 
sions, the commercial, the financial, and the administrative divi- 
sion, into which all the branches had been partitioned, to directly 
liase with the corresponding division at the Rome head office level, 
thus bypassing the New l^rk branch manager, let alone the re- 
gional manager. To add to the confusion, a letter dated June 1988, 
signed by both the chairman and M.D. autiiorized any branch man- 
ager, domestic or foreign, to liase directly with H. O. Rome. 

Excuse me. Am I clear? Am I going too fast? 

The Chairman. I am following. 

Mr. Sardelu. Because I mean I understand that I — but 1 can 
talk only about the things that I know. Maybe to the chagrin of the 
people who would like me to talk about other things, but I don’t 
know them and I refrain from talking about what I don’t know. 

To me the new format was frightening. It meant that the chain 
of command was somehow being dented. Like I had always been 
frightened by the bank’s by-laws here it gave the managing direc- 
tor the power to authorize lending for unbmited amounts when the 
executive committee was not in session, with the only covenant 
that he had to report his action to the executive committee. I am 
not suggesting anything improper, I am reading the by-laws. 

The resolution changing the format of the area was adopted on 
Januaiy 20, 1988, and it was brought, to my knowledge in Feb- 
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ruaiy 1988 upon my returning from yet another trip to Australia 
where I was still cleaning the mess created in the bank’s merchant 
affiliate by the protege of BNL’s then chairman of the board. The 
January 1988 resolution was meant to remove me from each and 
every operative task or duty which was transferred on to the New 
York branch manager, a position from which I was kept far away, 
covered until July 1989 by Messrs. F. Misasi, S. Felori (as acting 
manager), and C. Vecchi in that order. 

Before I came in front of this distinguished committee, I thought 
that in the interest of speed I might nave used an English trans- 
lation of the corporate resolution which I am referring to as it ap- 
peared in the Acts of Parliament of the Senate of the Italian Re- 
public translated into English and which found its wa^ in the 
"Lacey papers,” of which I barely knew the existence until Chair- 
man Gonzalez called my attention to it with his letter of October 
19, 1993. 

To the best of my knowledge and belief, I say that that trans- 
lation is so full of inaccuracies that in the end, one is left with the 
uneasy feeling that somebody may have tried to rewrite history in 
an attempt to reallocate responsibilities. 

I think — here — ^what is in red in my opinion is not accurate. And 
I am talking about the translation. No malice intended, the trans- 
lation is inaccurate. 

And also when we point at some of the not-so-microscopic inac- 
curacies after all, unless one is here at the hearing today, unless 
you are at a court of law where these things are extensively dealt 
with, who is going to know that the following statement contained 
in the translation is untrue? 

Quote, on January 7, 1988, the BNL board of directors passed 
the resolution in reaction to the Atlanta affairs. Unquote. Should 
I repeat it again, Mr. Chairman? 

Chairman Gonzalez. Please. 

Mr. Sardelli. A BNL lx>ard resolution dated January 7, 1988? 
It was also dated January 20, as a matter of fact. I have the Italian 
version. With a signature of the man that was to be — had to be the 
New York branch manager. The translation says, quote. On Janu- 
aiy 7, 1988, the BNL board of directors passed a resolution in reac- 
tion to the Atlanta affair. Unquote. 

January 7, 1988? In reaction to the Atlanta affair? Everybody 
knows that uie Atlanta scam was uncovered in August 1989. That 
translation continues: Quote This change was meant to be experi- 
mental. Unquote. That’s a lie. Was toying with the life of 300 fami- 
lies? 

This is a very untrue statement, Mr. Chairman. It was never told 
to me like that. On the contrary, all subsequent correspondence 
shows that the change was as permanent as an epitaph on a tomb- 
stone. Had not the change been permanent I could have packed my 
family’s belongings and I would have gone back to Rome then in 
January 1988. Wnen there was still ample time for no hard feel- 
ings. 

I tried to contact Webster^s, to make them aware that according 
to the translation, “synergies” became “harmonious interactions.” 

I question the propriety of having left unchallenged in the trans- 
lation the statement of one of the New York branch managers, that 
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he refused to supervise the area branches because the January 20, 
1988, board resolution had not been followed by the implementa- 
tion action, which is not true. In the first place, he had been hired 
precisely to do that, so he would have had instructions directly 
from Pedde. 

Second, never before had he manarod a branch, let alone a moth- 
er branch so that it is safe to say that he did not know where to 
start. You have only to look at all the order of service dated Octo- 
ber 1988, which I issued, to realize that this statement is simply 
not true. 

Finally, the Senate papers as translated, because I am talkin|' — 
excuse me. I am tallrag about the translator. I am not tailing 
about the Senate committee yet. That is clear, isn’t it, Mr. Chair- 
man? But then, the translation of the Italian Senate papers came 
into the Lacey report and when garbt^ goes in, garbage goes out 
And this is unedited garbage the way i see it 

So, the Italian senate papers as translated, give credit to the fan- 
tasy that the chan^ was meant to be experimental. It sounds as- 
tonishing. In all fairness to the translators, I must say that theirs 
is an horrendous task. 

Let me, Mr. Chairman, mention the most — ^the simplest financial 
instrument. I am talking about a "check.” Here it is the check. 
Over there it is an "assegno.” How dramatically, how monu- 
mentally different tiie legislation that governs those instruments. 
Here, in the United States of America a "check” is merely an order 
that I, the depositor, give to my bank. I can countermand it any 
time that I want. In 6 months it is going to be stale. I don’t even 
have to stop payment on it. 

In Italy, the "assegno” is an abstract title, that is an instrument 
disconnected from the transaction, so that unless very exceptional 
circumstances arise, a bank will not be in the position not to honor 
it because the depositor can’t stop its payment. When the trans- 
lator translates "check,” in Italy, th^ understand "assegno” and 
unless you know both commercial laws, the confusion obviously 
arises. 

But anyhow, what I want to really say is this, that if I take the 
Italian translation of September 19w auditing reports on Atlanta, 
those that surfaced in ^me on July 10, 1989 almost on the day 
that I was leaving the bank, I must admit that if I had to make 
up my mind on what was going on in Atlanta firom those trans- 
lations, I can assure you I womd have been totally at a loss so 
much were they incomprehensible in Italian to me. 

I can assure you, Mr. Chairman, I know better Italian than Eng- 
lish. True that those reports in English landed at the head ofiice 
around March 1989 at tables manned by people who supposedly 
knew English. His boss, Lombardi’s boss, said that they were on 
Lombardis desk. But this is something that I left for you to further 
investigate or something to that effect. 

I win now turn to question number two. Sorry. I shouldn’t say 
these thinm. If at any time you feel that you should interrupt me 
and give otiier witnesses the benefit of it, I understand. 

Chairman Gonzalez. If it would be possible to summarize, be- 
cause we still have other witnesses. 

Mr. Sardelli. I still have things. 
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Chairman Gonzalez. You still have three more questions. But 
let me break at this point and we can come back to you. We have 
got to move on. If you would be willing to present for the 
record 

Mr. Sardelu. I would. 

Chairman Gonzalez. Copies of the resolution and the mail of the 
Lacey rejmrt and also you mentioned the fact that there was a prof- 
it resolution of Januaiy 7, 1988. 

Mr. Sardelu. There never was, at least not to my knowledge. 

Chairman Gonzalez. Well, whatever documentation you can 
present, we will place it in the record at this point. 

Mr. Sardelu. What I can do is go quickly through the questions 
that you posed, Mr. Chairman, if you so wish. Otherwise, I can 
pass my turn. 1 answered your questions 

Chairman Gonzalez. Fine. 

Mr. Sardelu. As thoroughly as I could. 

Chairman Gonzalez. Since we propounded the questions pretty 
much the same to all the three witnesses, why don’t you allow us 
to go on ediead and complete recognizing the other witnesses, then 
we will come back and in the meanwmle, you might have some 
thoughts ^that you might want to add to your statement later on. 

Mr. Sardelu. Yes, sure. Thank you. 

Chairman Gonzalez. Comprende? 

Mr. Sardelu. Comprendo. 

Chairman Gonzalez. Ms. Ivey. 

STATEMENT OF JEAN IVEY, FORMER LENDING OFnCER, BNL- 

ATLANTA 

Ms. Ivey. Yes, sir, Mr. Chairman. 

Do you want me to explain to you my duties at BNL? 

Chairman Gonzalez. Well, you received pretty much the same 
questions. If you wish to give a preliminary statement, summariz- 
ing vour knowledge in general and answering those questions 
wmcti were really directed to your duties as a bank official, if you 
wish, it would be in order. 

Ms. Ivey. I was a business development officer responsible for 
generating profits through domestic credit lines. I had a territory 
that included five States, including Georgia. And my customers 
ranged from Fortime 1000 companies to small business owners. 

I wrote proposals, created financial spreadsheets, and established 
lines of credit to customers and, in addition, I accepted Eurodollar 
deposits for accounts wherein a relationship was established. Basi- 
cally, I was a business development officer. 

Chairman Gonzalez. Before you worked for this bank, what was 
your experience? 

Ms. Ivey. I worked for 2 years at Barclay’s Bank International. 

Chairman Gonzalez. Were you with Barclay’s at the same time 
that Mr. Drogoul worked for Barclay’s? 

Ms. Ivey. Yes, sir. Not the exact same years, but he was — he 
worked there. 

Chairman Gonzalez. I see. All right. 

Ms. Maggi. We will recognize you now. 
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STATEMENT OP MELA BIACM3L FOBMER MONET BfARKET 
TRADER, BNL-ATLANTA 

Ms. Maggi. I do not have any prepared remarks for you. I can 
briefly tell you what my duties were at BNL. 

Chairman Gonzai£Z. If you please. 

Ms. Maggi. I was a money market dealer whidi meant that I 
was responsible for funding the loan portfolio, managing the mix- 
ture of assets to liabilities mat they should be well matched. 

Chairman Gonzai£Z. Thafs a substantial position. 

Mr. Vincenzino. 

STATEMENT OF GIUSEPPE VINCENZINO, FORMER EMPLOYEE, 

BNL 

Mr. Vincenzino. Mr. Chairman, I would be very — I don’t have a 
statement because only yesterday I received the request for a writ- 
ten statement, so 1 apologize. And I would be — ^I will tell you in a 
second what I have been doing for the bank, for my previous em- 
plwer. 

Let me say, however, if you allow me, that I do not work any- 
more for Banca Nazionale Del Lavoro and I regret it, and I regret 
it because the years I was working for Banca Nazionale Del 
Lavoro, 1 was proud of them. And I am simply saying this because 
I am not a defender of BNL. But after all I have heard today, 
from — if you allow me to say, from Mr. Dro^ul, and if you allow 
me to say, from Mr. Sardelli, ^en I am very cbnftised. 

It was a great bank. I had great years with them and great suc- 
cess. At a certain point, someuiing went wrong, maybe controls got 
loose; God only knows. I can express opinion. I don’t have facts. 
And now we are sitting around this table re^tting. 

I would still say what I was doing for the bank. I — sony. I joined 
the bank after a previous working experience for 10 years at Amer- 
ican Consul General in Palermo as a commercial assistant. 

Then 1 moved — ^I got the position as an information officer with 
United Nations in mw York at the Center for Economic and Social 
Information and I stayed with them 3 years. Then somehow I fell 
in love with this country, oh, or my ideas didn’t fit really with what 
I was seeing at the U.N. at that time. So I took a leave of absence 
and I went rail-time to Columbia University and I got an MBA. 

Then, I could go back to the U.N., but I was offered a job at BNL 
as an officer in training, so I left New York because I was starting; 
from Italy and I started going around Italy, in junior officer posi- 
tions which exposed me — I went to Palermo, Vicenza, Bergarcio, 
Trieste, the Rome headquarters. 

First assignment abroad was New York. I was bade at home. I 
do consider — ^I am Italian. I am proud to be Italian, but this is a 
great country. My daughter was bom here and this is a country 
that gave freedom to my wife, so you can imagine how much in love 
with this country I am. 

So I am back at home and I am in charge of what they call 
"secretaria,” which is the legal part of the bank, the documentation 
and this. And my boss at tins was Mr. Guadag^ini for whom I still 
have a hig^ opinion. He is a gentleman, if nothmg else. 

Then I was asked if I wanted to go and open the Atlanta office, 
which I did. I went in Februaiy 1980, and 1 opened the representa- 
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tive office there. And it was a beautiful experience. It is a beautiful 
town. At a certain point, I was asked to study the possibility of 
transforming it into a branch because there were no Italian 
branches in the Southeast — no branches of Italian banks in the 
Southeast in 1980 and the area is a big area with 13 States. So 
the decision was made. I made the — actually, this was a second 
start. The decision was made to open a branch. And the branch 
started being operative around May 1982, more or less. 

I was— I can continue, I — ^what I want to say, I had to put it to- 
gether. But I will go back to the subject. 

The bank was sufficiently in good shape if not profitable imme- 
diately, I have the figures. OK Nine months of 1982 we had a loss 
of $91,000, which was simply the cost of starting the operation. 

And at the end of 1983, we finished with a loss of $245,000. 
Again, you don’t reach break-even point the very first day. 

In 1984, the first 3 months of 1984, we had a profit of $86,000. 
At that point, I am asked to move to Chicago because the situation 
in Chicago was veiy bad. The branch was losing a lot of money and 
I was asked to go and see what I could do. 

I went and I was in charge of the Chicago area from March 1984 
to December 1985. I had to restructure everything. For the 
record — nothing to do with you, but for the record, in February 
1985, the branm was already profitable. I didn’t have time to make 
photocopies, but I have here a report from the banking commis- 
sioner of the State of Illinois which I would be happy to leave with 
you, and I have also a letter, I have a letter from the Italian Con- 
sul General stating that it was a high time, complimenting me for 
what I had been able to accomplish. 

On December 1985, I was asked — so I stayed there less than 2 
years, I was asked to go to Spain, and I went as a regional man- 
ager for the Spanish operation. And around — ^actually I was told in 
August 1987 — around September 1, 1987, there was a change in 
top management of the bank. 

I am moved, and I am supposed to come to New York with a 
brief period in Rome for recycling. I had been away for a long time, 
and on March 1988, I am back in New York and seeing what was 
going on. I resigned, reluctantly, July 20, 1989. However, effective 
February, the date, the ultimate date for my salary was supposed 
to be and was February 1990 to give me time to find a job. A few 
days after I resigned, the scandal exploded and that nobody could 
ever have foreseen. 

This is my background. I can go back and I am ready for any 
question. And if you still allow me, however, I have not had the 
time to read Mr. Drogoul’s written deposition, but I see on page 36 
the mention of my name. It’s the very last page, maybe there is 
some more — ^I have not been able to read it. And here, I see that 
Mr. Drogoul states, there 'was a close relationship between Tariq 
Jamil and Mr. Vincenzino commencing 1982 to 1984. 

Mr. Jamil was the head of First American Bankshares of Geor- 
gia. At that time, the name was not First American Bankshares. 
As far as I can remember, the name of the bank was National 
Bank of Georma. As far as I remember, too, Mr. Jamil was not the 
head because he is a foreign national. He is a Pakistani guy. 
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And the only reason I met him at a parly. At certain point he 
came to live in the same building where we were living, so we were 
seeing each other for a few times. We saw each other a few times. 
However, Uie reason I am mentioning this is for another reason. 

A moment ^o, I heard the name of Mr. Florio flying around like 
this. Mr. Florio was the head of the International Department for 
long, long, long time. Was my first boss. And when — ^when BCCI 
Miami, was supposed to be open and somehow we knew that be- 
hind National Bank of Georma fliere was BCCI, I remember asking 
him how am I supposed to behave witb these people with BCCI — 
and I am talking about 1983 — ^and the answer came, don’t touch 
them with a pole, which means that— first, the man was a banker 
and that people in the business knew what they were talking 
about. I asked for instructions. 

I wish to add another thing. In my 15 years with Banca 
Nazionale del Lavoro, it is fimny I became the defender of BNL in 
this room. I have never been asked by anybody to do something il- 
legal, and I am not aware of anybody doing something illegal. Wnat 
else can I add? I am here. I am here at your complete disposal and 
I apologize for the tone of my voice, I sincerely do. But it is a 
wound, it is a suffered wound and let’s hope for the best. 

rrhe prepared statement of Mr. Vincenzino can be foimd in the 
appendix.] 

Chairman Gonzalez. Thank you. I can understand. When you 
referred to being told not to have anything to do witb BCCI, were 
you referring to Mr. Florio? 

Mr. Vincenzino. Yes. I was told by Mr. Florio because as soon 
as I heard that the new bank was supposed to come into the area, 
I asked: How do I behave? And the answer was. Don’t touch them 
with a pole; 1984, for the record. 

If you wish, I can continue, because I did — ^the team of Atlanta 
was put together by me and I am ready to comment on that, but 
I am at your disposal, I apologize. I cannot give banking lessons, 
however. I cannot give banking lessons like Mr. Sardelli is giving. 

Mr. Sardelli. It is understandable, yes, I agree, you cannot. 

Chairman Gonzalez. Well, I believe you did say that it was in 
1982. 

Mr. Vincenzino. Yes. What? That I — ^that the branch — ^that the 
representative office was transformed into a branch? 

Chairman Gonzalez. Yes. 

Mr. Vincenzino. Yes, sir. 

Chairman Gonzalez. OK. And you were the one that set it up; 
is that rig^t? 

Mr. Vincenzino. I was asked to transform it into branch, yes, 
sir. 

Chairman Gonzalez. And you hired the personnel? 

Mr. Vincenzino. Yes, sir. I can elaborate on that. 

Chairman Gonzalez. Well, I think the important thing would be 
your association with Mr. Drogoul. 

Mr. Vincenzino. Do you want me to comment on it? 

Chairman Gonzalez. Yes, sir. 

Mr. Vincenzino. My association — ^I don’t understand the word in 
English, the word "association.” Let me say how and I apologize for 
my English at this point. When I was asked to transform into a 
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branch, there were two possibilities in terms of personnel: Either 
people who come from Italy or people that you hire locally. And the 
bank was going through a rapid expansion abroad, maybe that’s 
the price that they have paid, and I had to find the personnel. 

At this point, you can go either through headhunters and you 
pay and you get whatever they suggest to you or otherwise you 
start asking around. And I started asking around. He was not the 
first person to come on board. The first person, I don’t remember 
his name, was he came if I remember correct, from — no, he came 
from a Dutch bank. He came from your bank. 

Ms. Maggi. Ed Travis. 

Mr. ViNCENZiNO. So my — ^at Uiis point, I was tiying to get pemle 
with experience in banking and who had been working posfwly 
with a foreign bank in the local environment. And the first ^y 
that I hired was Ed Travis. 

I think the second person most likely was Ms. Maggi. And I do 
remember very vividly and we were the 13th bank opening in At- 
lanta. We knew — after 2 years, I knew everybody. 

And I was having lunch with the director of Barclay’s mid he 
was — ^he was asking me how is it going with personnel, with Ihe 
premises, whatever. I said that I was still looking and I asked him 
whether he knew anybody and he indeed mentioned that he was 
leaving, I don’t remember whether his name is Burke, but he 
was — ^he was the manager of Barclay’s in Atlanta, and he said 1 do 
recommend to you Mr. Drogoul because he is capable. I am leaving. 
He didn’t mention anything of the sort that I heard today. And ac- 
tually said he is very capaUe. 

And I proposed Mr. Drogoul to my boss, the regional manager, 
as I proposed everybody else. I didn’t have hiring authority, per se. 
He came on board not as number two but as a number three. It 
was a starting situation and then we brought in Ms. Magm and 
then somehow, somebody else — Ms. Ivey. I apologize. I a^ogize. 
Somebody else mentioned about Mr. von Wedel was working for 
First National, if I remember correct— C&S, right. And then he 
brought somebody else. So it was this kind of team with experience 
and we put t(^ether the branch little by little. 

Chairman GONZALEZ. OK I was going to ask a question of the 
other witnesses because I think you have addressed it veiy well. 

Mr. ViNCENZiNO. Thank you, sir. 

Chairman Gonzalez. I lielieve all of you had a chance this morn- 
ing to have heard Mr. Drogoul. I believe I saw you in the audience. 
And you may have had an opportunity to read his written state- 
ment. 

Would any one of you have any general comments with respect 
to Mr. Drogoul’s statement, and particularly with reference that 
Mr. Drogom made to what he calls the gray book or the off-book 
or balance sheet activities. 

Mr. VON Wedel. Mr. Chairman. 

Chairman Gonzalez. Yes, sir. I would like to hear from you be- 
cause your name was brought up during the course of his testi- 
mony. 

Mr. VON Wedel. I would like to clarify some of the questions 
that were asked him by some of your colleagues and, unfortunately, 
they are not here and I would like to answer for them. 
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Number one is in reference to ihe Eximbank Program. We were 
asked did we look at the merchandise types in the analysis when 
we submitted them to Eximbank for approval. I would like to point 
out that the $200 million revolving facility that Eximbank had with 
the Iraqis was veiy special, specim to the point that everything was 
done directly between Eximbank and Iraq, the Central Bank of 
Iraq. TTie letter of credit was sent to us by the banks in Iraq with 
a copy to Eximbank, letting Eximbank know what the United 
States bank was going to handle. 

We submitted cursorv paperwork but everything was done prior 
to our bank receiving the letter of credit so, thererore, we wouldn’t 
even look at analysis of merchandise or pay too much attention to 
what it was. 

This was all approved by the U.S. Department of Commerce. 
There was no need for our bank to get into it. I just wanted to 
point that out. 

One otJier thing. I just would like to point out that the gen- 
tleman at Eximbs^ that drew up tiiat special a^ement with liie 
Iraqis later on went to work for Mr. .Aboud at First City Houston. 

Chairman Gonzalez. Mr. Aboud. 

Mr. VON Wedel. The other thing I would like to point out espe- 
cially, also in fairness to tbe Federal Reserve Bank; you under- 
stand it was tliis good body about 10 years ago that handled a 
State’s rights motion that the States were given the priority in au- 
diting foreign banks and not the Federal ^serve Bank where tbe 
Fed had to rely on the State audit rather than their own. 

So in fairness to the Federal Reserve Bank, they could not come 
in and do a hill audit because of protocol. 

I am sure if the Federal Reserve Bank and some of the people 
I know working at it, if they came in, they probably would have 
found eveiything within the nrst day or two of what we were doing, 
if they aumt us by the book. 

Chairman Gonzalez. And, of course, the State regulatory com- 
mission wasn’t doing that either. 

Mr. VON Wedel. Well, in fairness to the State, thev were inexpe- 
rienced in our business. All the banks in Atlanta uiat had inter- 
national departments that did letters of credit, trade finance, were 
all national chartered banks so they were audited by the Comptrol- 
ler of the Currency. 

The other foreign banks in the— in Ihe Atlanta area, very few of 
them did any international business whatsoever. They were doing 
mostly real estate and other t^es of projects, so we were the only 
bank, the only actual international trade finance, so they were in- 
ex^rienced. 

Chairman Gonzalez. Well, it may interest you, all of you to 
know that even at Ihis moment over 80 percent, much more than 
80 percent of the international banking activities is on a State 
level. It is a veiy substantial activity, but it is State chartered, reg- 
ulated, and so forth. 

However, there is a difference between an agency setup which is 
what the BNL was. It wasn’t a branch, it was a peculiarity in the 
definitions in our ^stem and it was labeled as an agency bank. 
That’s the reason I became intensely interested. 
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Mr. VON Wedel. Yes, that’s only because of the State of Georgia, 
Mr. Chairman, does not allow the word or the use of "branch of- 
fice.” They don’t want the foreign banks to take on deposits. How- 
ever, there are ways of getting aroimd it which the State of Georgia 
approved, so where the word “agency” is in our charter, we were 
really an operating branch. 

Chairman Gonzalez. Could you enlarge on that, how in the 
State of Georgia you could get around the limitations of an agency 
definition? 

Mr. VON Wedel. Well, with BNL-Atlanta, we had our London of- 
fice open up an account with us and all the corporations and laree 
customers that we were doing business with would come and de- 

E osit mone^ with our London office which was maintained in our 
ranch which comes out to the same circumstances as the branch 
itself taking deposits, and that was approved by the State of Geor- 
gia banking authorities. So we are taking only deposits, although 
we were still called an agency. 

Chairman Gonzalez. Well, this is the reason why we are still 
very much concerned, because I just reported that way over 80 per- 
cent of these activities are really on a State level. And so we really 
have not had the best of any one world because with the agree- 
ment, the Federal Reserve technically is supposed to be responsible 
for the oversight of international banking activities. 

But when it comes to a State-chartered activity, then they have 
these loose arrangements up to the time that we amended the law 
last year. We amended it to try to plug some of these loopholes in 
examinations and the like, but that is very interesting and 
veiy 

Mr. VON Wedel. Well, Mr. Chairman, consider foreign agency or 
foreign branches here licensing them under the Edge Act rather 
than the State chartered entity. In actuality, that’s almost how 
th^ operate. 

Chairman Gonzalez. I see. Well, while we have you, were you 
here when I asked a question of Mr. Drogoul why the four trans- 
actions involving those medium-term loans, you signed off on two 
but didn’t on three and four? 

Mr. VON Wedel. That’s correct. 

Chairman Gonzalez. I think you would be the proper person to 
answer that question more than Mr. Drogoul. Though I asked him 
if he had any idea why you did not — or rather, you withdrew from 
approving the last two, tne number three and four. 

Mr. VON Wedel. To be honest, Mr. Chairman, I was not aware 
of three and four. 

Chairman Gonzalez. Well, what did Mr. Drogoul refer to when 
he 

Mr. VON Wedel. At that time, I was doing for just concentrating 
more on the Iraqi CCC business and I found out about MTL-III 
around late February, early March 1989. And I was not aware at 
allofMTL-IV. 

Chairman Gonzalez. I see. 

Mr. VON Wedel. As a matter of fact, I asked Mr. Drogoul at one 
point if there were any more MTLs outstanding and I was told no. 

Chairman Gonzalez. Do any of the other witnesses have any 
knowledge or any comment you want to make with respect to 
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this— or about another thing? Before I yield to Mr. Leach here, and 
I guess it would be again more proper to ask Mr. von Wedel be- 
cause, according to the testimony given to lu W Mr. Drogoul, you 
did accompany him, he made mention about ofi-book loans to Rus- 
sia and to Iran. 

What do you know about those loans? Were any of these loans 
to Russia used for the purdiase of militi^ goods? 

Mr. VON Wedel. No, Mr. Chairman. l%e loans, the reason why 
they went off book at one point was because of technicalities in an 
audit We did have wproval from Mr. Nagvi in Rome to do the So- 
viet business. The l^viet Union was purchasing grain from ttie 
United States at a very hig^ volume. 

To answer another westion, that was in your questionnaire 
about Mr. IQssinger, the only involvement I have is that Mr. 
Drogoul was coming back from a meeting with him in October 1988 
where he said Mr. Kissinger was pushmg for us to do more and 
more of the Soviet grain business. He wanted us to do it 

Now, what we are talking about is United States grains being 
shipped to the Soviet Union. We probably would have &ne it in the 
area of about $5 billion in calendar year 1989 if it was not for the 
rate or whatever you might want to call it We did quite a bit also 
in 1988 and we were one of the principals in the U.S. financing of 
U.S. grain and we did have lower rates than most banks, but it 
upped the competition for U.S. grain to be sold. We had a branch 
in the Soviet Union that we worked through hi collecting the loans. 

Chairman Gonzalez. What about Iran? 

Mr. VON Wedel. Excuse me? 

Chairman Gonzaiez. What about Iran? 

Mr. VON Wedel. I was not aware of anything in Iran except in 
1984; we did some tobacco for R.J. Reynolds at that point, but it 
was just a one-shot deal that I am aware of. 

Chairman Gonzaiez. OK 

Mr. Leach, I have 

Ms. Maggi. Excuse me, Mr. Chairman. Before you turn it over 
to Mr. Leach, I just wanted to make one statement about Mr. 
Drogoul’s remarks on page 2 

Chairman Gonzalez. OK 

Ms. Maggi. As far as bringing gray book entries back on to the 
real book. From what it says here, it sounds like that they just 
overnight all became real book entries and that is not the case at 
all. Some entries were placed back on the legitimate or the stated 
books to the Federal Reserve, but as late as June 1989, there was 
approximately still 900 million dollars’ worth of CCC Iraq on the 
gray books and that was — ^it had actually — ^when those sums were 
taken off, new business had been put on the gray book. 

Chairman Gonzalez. What do you know concerning the state- 
ment that he made that this gray book or ofF-the-recora book prac- 
tice was common? To your knowledge, is that so? 

Ms. Maggi. No. 

Chairman Gonzalez. Any other comments? 

Mr. Sardelli. Mr. Chairman, I am not so sure that I got the gist 
of your last question. Are we talking about Atlanta? Are we talUng 
injroneral? 

Chairman Gonzaiez. Well, A.tlanta in particular. 
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Mr. Sardelu. OK. 

Chairman Gonzalez. Mr. Bachus. 

Mr. Bachus of Alabama. Thank you, Mr. Chairman. 

Mr. von Wedel, were you here this morning when I talked to Mr. 
Drogoul about the money that he received? 

Mr. VON Wedel. Yes, sir, I was. 

Mr. Bachus of Alabama. Did you receive any of that money? 

Mr. VON Wedel. I received a home with the approximate value 
of $290,000 from Entrade. 

Mr. Bachus of Alabama. How did you receive that money? 

Mr. VON Wedel. It was a home that was purchased for me. 

Mr. Bachus of Alabama. A loan? 

Mr. VON Wedel. No, a home, H-O-M-E, to live in. 

Mr. Bachus of Alabama. Home. How was that paid for? Did you 
receive — ^was that money paid to you or was it paid 

Mr. VON Wedel. It was paid directly to the realtor. 

Mr. Bachus of Alabama. From— do you know? Was it a check 
or? 

Mr. VON Wedel. It is supposed to come from Entrade from 
Yagbus Tezeller. 

Mr. Bachus of Alabama. Did you consider that a loan? 

Mr. VON Wedel. No, I did not. 

Mr. Bachus of Aiabama. What was the total amount that 
Entrade transferred to you and Mr. Drogoul? 

Mr. VON Wedel. I don’t know the figures to Mr. Drogoul. I do 
know to myself it was approximately $290,000 for the home. 

Mr. Bachus of Alabama. I see. You were aware that was an ille- 
gal transaction, were you not? 

Mr. VON Wedel. Illegal? It’s morally and imethical 

Mr. Bachus of Al/^ama. All right. Unethical. Did you report 
that as income? 

Mr. VON Wedel. No, I did not, sir. 

Mr. Bachus of Alabama. Was that in 1986? 

Mr. VON Wedel. Yes. It was approximately 1986, but the house 
was not closed on until 1987. 

Mr. Bachus of Alabama. Did you receive 300-and-something 
thousand dollars? Is that rig^t? 

Mr. VON Wedel. No, sir. 

Mr. Bachus of Alabama. I’m sony. How much did you receive, 
$200 and? 

Mr. von Wedel. $90,000. 

Mr. Bachus of Alabama. $290,000. Now, the excess differential 
between the loan — ^the loan and what was received was about $1.3 
million? 

Mr. VON Wedel. I don’t understand, sir. Could you rephrase? 

Mr. Bachus of Alabama. All ri^t. The loan ^arantee was for 
about $1.3 million more than what was loaned— what was ulti- 
mately loaned on the com trade. Are you aware of that? 

Mr. VON Wedel. You are talking about the bagging operation 
that Mr. Tezeller owned. 

Mr. Bachus of Alabama. Yes. I guess what I am saying, there 
is $1.3 million. You received $290,009? 

Mr. VON Wedel. Yes, sir. 
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Chairman Gonzalez. Mr. Dro^ul said he received $350,000. Is 
thatr-ihat was what we heard tl^ morning. 

Mr. VON Wedel. Approximately, yes. I haven’t added it up. ; 

Mr. Backus of Al^ama. Do you know where Uie other money 
went? 

Mr. VON Wedel. No, sir. It was suf>posed to be Mr. Tezeller. Mr. 
Tezeller told us he owned a bagging operation in Turk^ in 
Iskenderun and that was his profit &om the bagging operation. 

Mr. Backus of Alabama. ^ he would have received the — so the 
money was split three ways? 

Mr. VON Wedel. I don’t know exactly how it was split,, sir. 

Mr. Backus of Alabama. You received part of the money? 

Mr. VON Wedel. Yes, sir. 

Mr. Backus of Alabama. Mr. Drogoul received part of the 
money? 

Mr. VON Wedel. Yes, sir. 

Mr. Backus of Alabama. And Mr. Tezeller received part of the 
money? 

Mr. VON Wedel. It was his money. 

Mr. Backus of Alabama. It was his money? 

Mr. VON Wedel. Yes, sir. 

Mr. Backus of Alabama. Did he pay anyone else any of this 
money? 

Mr. VON Wedel. Not that I am aware of. 

Mr. Backus of Alabama. Who is Brenda Thomas? 

Mr. VON Wedel. Excuse me? 

Mr. Backus of Alabama. Who is Brenda Thomas? 

Mr. VON Wedel. Brenda Thomas, or do you mean Brenda For- 
rest? 

Mr. Backus of Alabama. Brenda Forrest. 

Mr. VON Wedel. OK. Brenda Forrest worked for me in the trade 
finance area. She was in charge of the letter of credit section. 

Mr. Backus of Alabama. Did she receive any of this money? 

Mr. VON Wedel. I am not aware of it. 

Mr. Backus of Alabama. You are not aware of it? 

Mr. VON Wedel. I am not aware of anyone else receiving fimds 
within the branch. 

Mr. Backus of Alabama. All right. Have you ever been in on a 
conversation where it was stated that she received some of this 
money? 

Mr. VON Wedel. No, sir. 

Mr. Backus of Alabama. All right. You were concerned that 
Jean Ivey might share some information with the U.S. Senator 
about these ofF-book loans; is that correct? 

Mr. von Wedel. Let me put it to you this way, sir: If I recall 
the conversation, I was approached and told that she was dating 
a U.S. Senator and I said, well, I said, I thought Jean had better 
taste than that at the time, just as a joke. And then someone said, 
I wonder if she’s talking to mm about the transactions, and we just 
shrugged it off. 

Mr. Backus of Alabama. What was your concern? 

Mr. VON Wedel. My concern? I had no concern. 

Mr. Backus of Alabama. Who were you talking to that ex- 
pressed a concern? 
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Mr. VON Wedel. I believe it was Mr. Drogoul that brought it up 
to me. I mean, 1 didn’t care who Jean was really dating or what- 
ever else. It really didn’t make a concern to me and even at that 
time, all of the transactions we were doing were CCC transactions 
and myself, I thought everyone was folly aware of what we were 
doing. 

Mr. Bachus of Alabama. By “everyone else was fully aware,” 
who do you mean? 

Mr. VON Wedel. 'The pubUc. There were articles printed in mag- 
uines that we — ^to the extent of our total commitment. Even the 
interest rates were in these articles on what we were doing. I was 
still aware that top people in Rome knew what we were doins^Just 
things happening in general, you know, not being auditea for a 
long period of time. 

Mr. Bachus of Alabama. Now, are these the off-the-books loans 
that we are talking about? 

Mr. VON Wedel. Yes, for CCC, yes, sir. 

Mr. Bachus of Alabama. OK. Now, Federal Reserve would not 
have been aware of them? 

Mr. VON Wedel. No, sir, they were not aware of them. Other 
agencies, of course, were aware of the loans. They weren’t aware 
they were ofF-book or whatever. 

Mr. Bachus of Alabama. Which is what makes them illegal or 
unethical? 

Mr. VON Wedel. Uh-huh. 

Mr. Bachus of Alabama. What^was Jean Ivey seeking a job in 
Washington? 

Mr. VON Wedel. I have absolutely no idea. 

Mr. Bachus of Alabama. OK How about Mr. Vincenzino? 

Mr. VON Wedel. Mr. Vincenzino. 

Mr. Bachus of Alabama. Was he trying to establish — ^was he 
trying to get a job with the Pentagon? 

Mr. Vincenzino. No, sir. 

Mr. VON Wedel. Not — the only thing I know of, Mr. Vincenzino 
was that Lavoro Bank was — and this is rumor within the bank, 
there is always tons of rumor — ^was that the bank was considering 
opening up a representative office in Washington, DC and they 
were thinking about Mr. Vincenzino to be in that office. 

Now, as I say, that’s rumor that spreads within the bank. I 
mean, I have absolutely no other information on that. 

Mr. Bachus of Alabama. All right. 

Mr. VON Wedel. And I believe just to clarify, I believe part of 
the nimor was that possibly Ms. Ivey would go and work in the of- 
fice with him. But that was with Lavoro Bank. That was no outside 
firms. 

Mr. Bachus of Alabama. What was — what would be the purpose 
of that? What would 

Mr. VON Wedel. Well, of what I understood is that we were deal- 
ing so closely with the government agency programs that we were 
going to have a representative here in Washington. 

Mr. Bachus of Alabama. Whose idea was it that she seek that 
employment or that she come to Washington? 

Mr. von Wedel. Oh, I don’t have the slightest idea. This is just 
rumor that I heard from people in the New York branch, you know 
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different branches, differait people talk. It is just— what I am giv- 
ing you is not fact What I am giving you is rumor that I heard 
within the bank. 

Mr. Bachus of Alabama. You heard Mr. Drogoul talk this morn- 
ing about this three — third of a million dolleurs that Mr. Tezeller 
transferred to his architect as be^ in the nature of a loan. Fm 
sure that you and Mr. Drogoul discussed splitting this money.; is 
that right? 

Mr. VON Wedel. Yes, sir, we 

Mr. Bachus of Alabama. Did you all consider it a loan or did 
you consider it a payoff or 

Mr. VON Wedel. I did not consider it a loan. I considered it what 
Mr. Tezeller told me it was. It was a gift for teaching him the busi- 
ness and setting his company up in New York. 

Mr. Bachus of Alabama. So you considered it more as a gift? 

Mr. VON Wedel. Yes, I did. 

Mr. Bachus of Alabama. Have you ever been asked to pay it 
back or were you ever told you would have to pay it bade? 

Mr. VON Wedel. No, sir. 

Mr. Bachus of Ai^ama. Did you receive any other gifts on 
other transactions? 

Mr. VON Wedel. 1 did some consulting work for Mr. Tezeller and 
I did receive another payment of $50,000 for my consulting work. 

Mr. Bachus of Alabama. In connection with wese CCC gm^ran- 
teed loans? 

Mr. VON Wedel. It was doing the documents. We — ^“we” meaning 
Lavoro Bank — were no longer handling the promam for most cf the 
commodities, and I handled documentation for him on a consulting 
basis with other banks that he was doing CCC work with. 

Mr. Bachus of Alabama. And you received a $50,000 gift? 

Mr. VON yfEDEL. No, it was income, sir. And it was Glared on 
my income as consulting for Entrade. 

Mr. Bachus of Alabama. The $50,000 was? 

Mr. VON Wedel* Yes. 

Mr. Bachus of Alabama. But not the $290,000? 

Mr. VON Wedel. No, sir. 

Mr. Bachus of Alabama. What was the difference? Why would 
you report one and not the other? 

Mr. VON Wedel* I guess you might call it stupidity. 

Mr. Bachus of Alabama. What else was — ^were there any other 
reasons other than stupidity? 

Mr. VON Wedel. Just thinking it was a but I should have 
gone and consulted with a tax attorney ana paid the taxes on it. 

Mr. Bachus of Alabama. All right. 

Mr. VON Wedel* The other I knew was definitely earned income 
and there was no hesitation. 

Mr. Bachus of Alabama. Was any of this money — did Mr. 
Drogoul get any of this money? 

Mr. VON Wedel. Well, it was a check that was sent to me, sir, 
so I don’t know. 

Mr. Bachus of Alabama. But 1 am sure you ran on conversa- 
tion. Did you have any information that he did? 

Mr. VON Wedel* 1 have no other information on Mr. Drogoul re- 
ceiving any other funds. 
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Mr. Bachus of Alabama. You mean on that particular consult- 
ing job? 

Mr. VON Wedel. Yes. 

Mr. Bachus of Alabama. But you do on other arrangements? 

Mr. VON Wedel. No, sir, I don’t. 

Mr. Bachus of Alabama. Other than this one 

Mr. VON Wedel. Just the one incident in 1986 is the only one 
that I am aware of, or that I can say firsthand information. 

Mr. Bachus of Alabama. Did you hear rumors around the bank 
that he received others? 

Mr. VON Wedel. No, sir. 

Mr. Bachus of Alabama. That’s all. 

Chairman Gonzalez. Well, if the gentleman will yield, the gen- 
tleman directed a question to Mr. von Wedel and also Mr. Drogoul 
involving Ms. Ivey. And I think the best witness is Ms. Ivey. 

In fact, when you first raised the question about it, about a U.S. 
Senator, you know, we have rules about referring to Members of 
the other body, but for a while I got scared, I thought maybe you 
had seen an advance copy of Packwood’s diary. 

Ms. Ivey. I don’t know him. 

Chairman Gonzalez. But as you know, Ms. Ivey is a witness 
here. 

Mr. Bachus of Alabama. Yes, I knew that. But I have read tes- 
timony that he was — ^Mr. von Wedel was concerned over Ms. Ivey 
and what she may or may not have known or discussed. And I 
probably — had the red lig^t not turned on, I probably would have 
asked Ms. Ivey a question. 

Chairman Gonzalez. Well, the gentleman is recognized if he 
wishes to pursue that. The only reason I bring it up is Uiat the 

g entleman was asking a question of Mr. von Wedel that would 
ave called, at best, for hearsay and not prima facie or first in- 
stance that only the person involved would be able to better an- 
swer. 

Mr. Bachus of Alabama. No, I would very much like to ask Ms. 
Ivey. 

Ms. Ivey, did Mr. von Wedel or Mr. Drogoul ask you about your 
relationship with the Senator from Georgia? 

Ms. Ivey. They did not. I didn’t discuss it with them at all. 

Mr. Bachus of Alabama. All right. They were aware of your 
dating arrangement or — ^is that correct? Is that a correct character- 
ization, that you all were dating? 

Ms. Ivey. Yes, we did. We dated. 

Mr. Bachus of Alabama. V^as this during the same period of 
time that these illegal loans were going on? 

Ms. Ivey. Yes, sir. 

Mr. Bachus of Alabama. And these were some 5 billion dollars’ 
worth of loans? 

Ms. Ivey. I didn’t know the amount to be that large until after 
the raid, but over $2 billion was my understanding. 

Mr. Bachus of Alabama. Did you ever discuss your job at the 
bank with the Senator? 

Ms. Ivey. Well, my job was calling on domestic companies in the 
South. I did discuss that. I did not discuss the illegal loans with 
him. 
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Mr. Bachus of Alabama. Were you aware that Mr. Drogoul was 
concerned that you may be discussing this with the Senator? 

Ms, Ivey. I assumed that he was. 

Mr. Bachus of Alabama. Why did you assume that? I mean 

Ms. Ivey. There was an attorney— there was a gentleman by the 
name of Tito. 

Ms. Maggi. Mazzelli. 

Ms. Ivey. Mazzelli, who is a bank attorney in Atlanta, and he ap- 
proached me and asked me how I knew Senator Fowler and did I 
date him. And I refused to answer his question. I just told him it 
was none of his business and I assumed he was asung because he 
was going back to Mr. Drogoul and telling him my response. 

I don’t know how Mr. Mazzelli knew that, thaf s not knowledge 
that I have. But I did not discuss it in the office because I felt they 
would be concerned. 

Mr. Bachus of Alabama. You were aware of the gray books 

Ms. Ivey. Yes, sir, I was. 

Mr. Bachus of Alabama. During this period of time? 

Ms. Ivey. Yes, sir. 

Mr. Bachus of Alabama. How long did your conversation with 
the attorney in Atlanta, was this — ^vmere were you when he ap- 
proached you? 

Ms. Ivey. I believe I was in the lobby of the building where I 
work. 

Mr. Bachus of Alabama. And he just walked up to you? 

Ms. Ivey. Yes, sir, he did. 

Mr. Bachus of Alabama. Did you know who he was? 

Ms. Ivey. Oh, yes, sir. 

Mr. Bachus of Alabama. Did you know — was he an attorney for 
the bank? 

Ms. Ivey. Yes, he was. 

Mr. Bachus of Alabama. And he asked you about your— did he 
ask you about your relationship with the Senator? 

Ms. Ivey. Yes, he did. He asked me if I knew him and if I dated 
him. 

Mr. Bachus of Alabama. And you said yes to both? 

Ms. Ivey. No, I said it was none of his business. 

Mr. Bachus of Alabama. Fm sorry. You did, that is right. 

Ms. Ivey. To my knowledge, there was at that time a picture in 
a restaurant in the area, a picture of myself and the Senator and 
that might be the reason why he asked the question. But he did 
not explain to me why he asked the question. 

Mr. Bachus of Alabama. Were you considering transferring 
here to Washington? 

Ms. Ivey. Mr. Vincenzino can answer that question for you. He 
was approached about opening a branch in Washington and he con- 
tacted me on the phone. We had some conversations. He wanted 
me to consider being a lending officer for this area, calling on com- 
panies in Virginia, Maryland, Pennsylvania, and Delaware. 

Mr. Bachus of Alabama. Would you work with the government 
agencies in this regard? 

Ms. Ivey. No, sir. I would be more domestic business, similar to 
what I was doing in Atlanta. 
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Mr. Bachus of Alabama. Let me direct this question to Mr. 
Vincenzino. Were vou aware of a concern on the part of the bank 
over this dating relationship? 

Mr. Vincenzino. I was not aware. I was not, I think — left— you 
were not here a moment ago I think, but I left Atlanta in March 
3, 1984. I went to Chicago until the end of December — ^Tm sorry. 
I left Atlanta in March 3, 1984 to go to Chicago. I left Chicago to 
TO to Madrid in December 1985. I was not aware of, absolutely. 
And let me put like tiiis, there are only two times that I put — 
think it has been two times, twice, that is correct, I put foot in At- 
lanta. 

Mr. Bachus of Alabama. Did Mr. Drogoul approach you about 
being a liaison between the Pentagon and Uie bank? 

Mr. Vincenzino. When I left— allow me to answer like this: The 
answer is, no. But let me give vou some background about my rela- 
tionship between myself and Mr. Drogoul. 

When I left Atlanta, I had recommended to the bank in writing 
apparently that a manager come from Italy, an Italian manager, 
from Italian staff and apparently they were talking and talking 
and talking and they didnt have people to send, so I strongly sug- 
gested at least somebody as a number two in the staff of Atlanta. 

Let me go back into the relationship, my relationship with Mr. 
Drogoul. I went to Chicago to face a situation where the bank had 
lost lots of money, and I went into a full restructuring of the 
branch, and so I started that in March 1984 and took some time. 
It took long a time. 

Around — ^as a matter of fact, soon after I left, I started receiving 
phone calls from Atlanta complaining about Mr. Drogoul. The first 
and second or third time, at which point I referred the content of 
this phone calls to my re^onal manager at the time and the name 
is Mr. Guadagnini. 

And at a certain point since the persons involved were insisting 
and complaining arout Mr. Drogoul, I had Mr. Guadagnini talk 
with the persons directly on the phone, and the answer came back 
to me from Mr. Guadagnini that everybody has their own style of 
management and I had too big problems in Chicago, forcet about 
the existence of Atlanta, get involved in the problems of Chicago. 

And that conversation must have taken place around the end of 
April, at latest, 1984. From that moment on, I didn’t have any rela- 
tionship whatsoever, neither with Atlanta nor with Mr. Drogoul. 
Until next year, must have been around April of next year, I had 
already the staff in place 

Mr. Bachus of Alabama. In April 1985? 

Mr. Vincenzino. In 1985, sir, yes. I had already the lending staff 
in place, the branch was restructured. I had gone throu^ the same 
exercise of hiring people from the local banks with experience. And, 
in particular, I remember this gentleman who is coming from Con- 
tinental Bank, think the name is Botticelli — ^my memory is not 
such — but he had been at Continental Bank as a lending officer for 
Continental Grain. 

Continental Grain is a company in my area, would have been a 
company in the Chicago area. So I called Drogoul and I asked him 
to send the file, because now was time that we were to pick up the 
relationship. The folder didn’t come, the file didn’t come, and I in- 
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sisted, and he had me talk to tiie deputy treasurer and the. woman 
said that she had a great relationship with Atlanta and she 
couldn’t care less about me or Chica^. 

I referred the conversation and uie complaint again to my re- 
gional manager, and the answer was that I had a mg area in Chi- 
cago and bm problems and to mind my own business. But before 
calling Mr. Guadagnini, I did call Mr. Drogoul and he was adamant 
on the subject, and I 

hbr. Backus of Alabama. I am sorry, I didn’t understand on the 
subject. 

Mr. ViNCENZiNO. Mr. Drogoul was arrogant toward me about the 
story of having the file and the relationship for geographical terri- 
tory coming to me, and at that point I slammed the imone in his 
face and I md not speak to him until roughly October 1988. 

However, since a moment ago, or this morning there was a com- 
ment about territory and com^tence for the branches. I can tes- 
tify, it looks like I am contradicting myself, but however, I want 
to say that every branch had its territory as far as I know. And 
the reasons why management allowed boimdaries to be 
overstepped, and that is practically the first instance that I am 
aware of, was when a particular guy had developed a particular re- 
lationship, at that point that was the justification, that was what 
Mr. Guadagnini had in his mind, I am sure of it. But we had terri- 
torial boundaries, as far as I know. 

I am ready for your question. Do you want me to comment about 
the representative up in Washington? But I tiiought 1 interrupted 
you. You were asking something, sir? Do you want me to comment 
about that? 

Mr. Backus of Alabama. Was the conversation about the Penta- 
gon — have you ever been in on a conversation about having a liai- 
son with the Pentagon? 

Mr. VINCENZINO. About whom? 

Mr. Backus of Alabama. About you being a liaison. 

Mr. VINCENZINO. 'The word “liaison” is improper, so if we are 
talking about liaison, the word is improper. 

Mr. Backus of Alabama. Just characterize it. 

Mr. ViNCENZiNO. Then I will characterize it. When I came back 
from Italy, from Rome, and we are talking about March 1988, 1 had 
been instructed — and I was coming from an experience already in 
Atlanta, an experience in New York, an experience in Washington 
before, because my particular office at the U.N. was in close ties 
with the World Bank. So the idea was to consider the possibility, 
and I have it in writing, to consider the possibility of establishing 
a representative office in Washington, DC, if the business war- 
ranted it. 

And the business for me, in my opinion, warranted it for several 
reasons. First, because there are the international agencies which 
are still operating there, the World Bank, whatever. Tnen there are 
Italian companies in the area, and then there are the American 
companies with subsidiaries in Italy. And finally, there is the work 
which is related, or which was related at the time with purchases 
by the Italian Government of military equipment either for the 
Italian armed forces, either directly firom the U.S. Government or 
from manufacturers of arms in the United States. No matter what. 
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this is continuing this day. They are simply not sending the letters 
of credit and the transactions to BNL. 

The Chairman—- Mr. Chairman, you were saying a moment ago, 
there is always a bank, yes. If were is a financial transaction, 
there is always a bank. Payments go through banks. And at that 
time the bank, Banca Nazionale del Lavoro, was one of the leading 
banks in Italy, was one of the — ^it still is government owned, or the 
mmority owned by the |nvemment 
So there was a good relationship between my bank at head- 

a uarters level and we Ministiy of Defense in Itmy. But as I say, 
liey are continuing today. Simply they are not sending the remit- 
tances through BI^ 

At that time, as far as I know, more Italian banks were involved 
in transactions with the Italian Ministiy of Defense in Italy. I 
think everybody was. 

In addition, there are other projects, and I was ve^ involved in 
another project, and another project is in the question, so if you 
will allow me, I will continue on this subject. May I? I can stop at 
any moment. 

Mr. Bachus of Alabama. Well, I 

The Chairman. I think the question has been answered. 

Mr. Bachus of Alabama. Is the question that you did consider 
serving as a liaison? 

Mr. ViNCENZiNO. No, sir. I never 

The Chairman. No, no, the establishment or creation of a brandi 
in Washington 

Mr. Vlncenzino. No branch. Representative office, sir. 

The Chairman. Representative office in Washin^n. 

Mr. Bachus of Aiabama. To represent the bank before the Pen- 
tamn? 

Mr. ViNCENZiNO. To represent the bank in the area. 

Mr. Bachus of Alabama. Including relations with the Pentagon? 
Mr. VINCENZINO. Including a relationship with the Pentagon, yes. 
Mr. Bachus of Alabama. Let me ask you to go back. 

Mr. VINCENZINO. Please. 

Mr. Bachus of Alabama. The question was, did you say Con- 
tinental Grain? 

Mr. ViNCENZiNO. If I remember correctly, yes, it was Continental 
Grain. I am not 100 percent sure. 

Mr. Bachus of Alabama. Mr. Vincenzino, are you aware — you 
heard the testimony of Mr. von Wedel and Mr. Drogoul about these 
consulting fees or about these profits or loans of some third of a 
million dollars. Were you— did you have any knowledge of any of 
these? 

Mr. Vincenzino. No, sir. Absolutely not. Because I have not — ^I 
will ask not to get any involvement. From the moment I left At- 
lanta in March 1984, I have been out of it. I learned first on the 
newspapers a little bit, aiid then I am going throi^h same 
learning process that you are going throi^ today, sir. No. I was 
not aware. 

Mr. Bachus of Alabama. Have you heard of any other 

Mr. Vincenzino. No, sir. Absolutely not. And you were not here 
when I was saying a moment ago that I regret deeply that this has 
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happened for a bank for which I — ^to a bank to which I have dedi- 
cated 15 years of my life and which was a great bank. 

Mr. Backus op Alabama. All ri^t 

The Chairman. I think we have to move on here, if you don’t 
mind, Mr. Bachus. 

Mr. Backus of Alabama. Could I ask one question of Ms. Maggi 
and Ms. Ivey? 

The Chairman. Yes. 

Mr. Backus of Alabama. You testified earlier that you were 
aware of this illegal activity in 1985 and 1986; is that correct? 

Ms. Ivey. I wasn’t aware of it in 1985. 

Mr. Backus op Alabama. Nineteen hundred and ei|^ty-six? 

Ms. Ivey. I believe it— it might have been late 1986, but I was 
thinking for me it was 1987. 

Mr. Backus of Alabama. OK 

How about you, Ms. Maggi. 

Ms. Maggi. I recall it in 1986. 

Mr. Backus of Alabama. When did you all come forward? When 
did you all first disclose these activities to either banking authori- 
ties or to law enforcement authorities? 

Ms. Maggi. Nineteen hundred and eighty-nine. 

Mr. Backus of Alabama. Nineteen hundred and eighty-nine. 
Did they come to you? 

Ms. Maggi. No. 

Mr. Backus of Alabama. Did you all go to them? 

Ms. Maggi. Yes. 

Ms. Ivey. Oh, yes. 

Mr. Backus of Alabama. What was your reason for going at 
that time or not for going prior? 

Ms. Maggi. The original situation that Mr. Drogoul created with 
the gray books was supposed to be a veiy short-term situation; it 
was not supposed to last for years or months. It was merely to get 
things by until he could get approvals from Rome. But this di<m’t 
come forth as he had said they would. 

Mr. Backus of Alabama. But the approval did not come forth? 

Ms. Maggi. Not to the amoimts that he needed them to, and he 
continued to do business, so 

Mr. Backus of Alabama. Were you ever a witness to Rome 
being advised of the extent of the loans? 

Ms. Maggi. Not to my knowledge, no. 

Ms. Ivey. No. 

Mr. Backus of Alabama. Did he ever tell you not to say any- 
thing? Did he ever give you any caution? Did he ever give you any 
reward for not saying anything? 

Ms. Maggi. He didn’t give me any rewards for not saying any- 
thing. 

Mr. Backus of Alabama. Or any cash payments or anything of 
that sort? 

Ms. Maggi. No. 

Ms. Ivey. The situation in the office was untenable. It was a dif- 
ficult situation to live through. It was veiy — a sense of paranoia 
that you were being monitored or watched. There was a lot of in- 
fighting. It was not a comfortable situation for anyone. 
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Mr. Bachus of Alabama. What caused you to go to the authori- 
ties in 1989? Did you discuss it between yourselves before you 
went? 

Ms. Ivey. I made the decision to go and then I approached Ms. 
Maggi, because I felt like she had more detailed information, more 
knowledge, and maybe even photocopies of documents. So I ap- 
proached her and asked her if she wanted to go with me. 

Mr. Bachus of ^abama. Did any of the documents that you had 
in your possession indicate that the U.S. Government had any 
knowledge of what was going on? 

Ms. Maggi. No. 

Ms. Ivey. No. 

Mr. Bachus of Alababca. Did any of the documents in your pos- 
session indicate that the bank in Rome knew what was going on? 

Ms. Ivey. No. 

Ms. Maggi. No. 

Mr. Bachus of Alabama. Were you ever a party to any con- 
versations which indicated to either one of you uiat people within 
the U. S. Government knew or approved of these loans? 

Ms. Ivey. No, sir. 

Ms. Maggi. No. 

Mr. Bachus of Alabama. And you were — you had the oppor- 
tunity — or you were there in the office and would — had the oppor- 
tunity to observe all the correspondence coming in? 

Ms. Maggi. Not all the correspondence, no. 

Mr. Bachus of Alabama. Was there a— but you had — you were 
able to obtain all of the documents in the office? I mean, did you 
have fi«e access to all documents? 

Ms. Maggi. If you knew where they were filed. 

Mr. Bachus of Alabama. Were there areas that you were not — 
that you didn’t have access to? 

Ms. Maggi. Not really, but I wouldn’t know where necessarily a 
particular file cabinet was for a particular file set of documents. 

Mr. Bachus of Alabama. Did you know where the gray books 
were? 

Ms. Maggi. Yes. 

Mr. Bachus of Alabama. Did you ever look at them? 

Ms. Maggi. Yes. 

Mr. Bachus of Alabama. All right. 

Ms. Maggl But not the supporting documentation, necessarily. 

Mr. Bachus of Alabama. But now that would have been the 
only evidence that there was something illegal or unethical going 
on; is that rig^t? 

Ms. Maggi. Yes. 

Mr. Bachus of Alabama. All right. 

Were those kept— where were they kept? 

Ms. Maggi. In lots of places. Th^ were moved around. Different 
file cabinets, different storage rooms. 

Mr. Bachus of Alabama. But you were allowed to participate in 
moving them around and knowing where they were? 

Ms. Maggi. I usually — ^if they moved from where they were pre- 
viously, I may not know what the newest location was. 

Mr. Bachus of Alabama. If there were documents, would those 
documents have indicated any complicity by the U.S. Government? 
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Ms. Maggi. No, because the gray books — ^when you say the gray 
books to me, I physically understand it to mean the dollar amount 
of the loans and the duration of it and the fundings that covered 
those loans. But as far as the letters-of-credit documents, those 
were in a totally separate area. 

Mr. Bachus of Alabama. Did you all ever see any i»3nnent8 
that Mr. Drogoul received for placing these loans? For instance, 
were you aware of the pt^ment — were you aware in any way of 
this $290,000 that Mr. von Wedel got? 

Ms. Maggi. No. 

Ms. Ivey. No. 

Mr. Bachus of AiAB^tiA. Absolutely no indication on that? 

Ms. Maggi. No. 

Ms. Ivey. No. 

Mr. Bachus of Alabama. Were you ever aware that they may 
have been double charging their expenses? 

Ms. Maggi. No. 

Ms. Ivey. No. 

Mr. Bachus of Alabama. Were you ever aware that they were 
receiving any money of any kind that was not recorded? 

Ms. Maggi. No. 

Mr. Bachus of Alabama. Ms. Ivey, you 

Ms. Ivey. No, and Mr. Drogoul stated that I was paid for my 
business travel expenses from the gray books, and I think that is 
incorrect. It just came out of the operations of the bank. 

Mr. Bachus of Alabama. I don’t have any other questions. 

The Chairman. OK Well, I have one question for Mr. Sardelli. 
I know that he has been left alone pretty much. 

And it has reference to the internal audit of the BNL-Atlanta 
which was published around the time that you became the regional 
manager, and it noted that Iraq was the Atlanta branch’s principal 
client, that internal checks were missing, and that the branch was 
often exceeding its authorized lending limits. 

Did you ever follow up on this disturbing information? 

Mr. Sardelli. Mr. Chairman, I am not so sure that I am catch- 
ingthe^st of the statement. That supposedly, there was what? 

The Chairman. The internal audit 

Mr. Sardelli. Which I directed to Messere to perform. 

The Chairman. Which was pvd)lished around the time that you 
became the regional manager. 

Mr. Sardelli. No, sir, there must be some sort of misiuider- 
standing here. Are you talking about 1987? 

Mr. VON Wedel. Mr. Chairman, may I help? I believe that the 
chairman is talki^ about the audit that Mr. Messere did in 1988. 

Mr. Sardelli. Tnat is the one that I ordered. That is 1 year 
later, almost. 

The Chairman. Well, what did that audit indicate? 

Mr. Sardelli. And you are saying that there were Iraqi trans- 
actions there? 

The Chairman. No. I said that audit revealed, didn’t it, the ex- 
tent of the transactions with Iraq, among other things? 

Mr. Sardelli. I am afraid that that was not the case. Not only 
because we are talking about 5 years ago, also because I have 
never seen these papers again. And let us go into the technicality 
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body’s mind. 

I am here in New York and there is this credit proposal that has 
come from Atlanta. It is in &vor of Entrade. It has all the pre- 
scribed approvals from my associates. All it is waiting for is my sig- 
nature. So I leaf through it. 

Yes, I published for the benefit of the bank a huge book, guide 
to lending facilities that was published sometime in 1981 before I 
left the lending division of Uiebank to go to Sinrapore. 

The Chaibman. Pardon me for interrupting, because I think you 
are petting away from the question. Among other things, if you 
published a manual— you said you published a manual? 

Mr. Sardelli. A piude for lending, yes. 

The Chairman. IMdn’t that manum set forth lending limitations? 

Mr. Sardelli. No. It organized people’s minds. 

The Chairman. OK. Oi^anization. All right. 

Mr. Sardelli. And when I went throu^, I noticed that the fig- 
ures didn’t match. 

The Chairman. When you went through what, now? 

Mr. Sardelli. Through the papers, the Entrade papers. 

The Chairman. Well, now, are we going back to the audit that 
you ordered? 

Mr. Sardelli. Yes. That is the only one I know. 

The Chairman. OK And you did notice irregularities? 

Mr. Sardelli. Sure. 

The Chairman. Did you follow through? 

Mr. Sardelli. Oh, I called Mr. Messere whom I had dispatched 
to Atlanta, and I ask, by the way, shall we look — excuse me. First 
of all, I went through the Entrade pamrs and then I called Atlanta 
or had someone cml Atlanta, and when I noticed that somebody 
was pulling my leg. I requested whomever I was talking to that 
they tell Drogoul that I want to talk to him. So he called me. 

And I asked him, where is the collateral for this "Entrade” trans- 
action? And the collateral wasn’t simply there. So I refused ap- 
proval on that Entrade business. I directed him to either get suffi- 
cient collateral or reduce the loan to the extent of the collateral. 

Simultaneously, I asked Messere, by the way, what is the situa- 
tion like in Atlanta? He answered that it was very bad. What I did 
was direct him to send me an interim report, because I did not 
want to wait for the end of the inspection. No, no, you send me now 
on fax what you found. So he sent me two or three p^es. 

I went through those pages and I, by the grace of ^d, I couldn’t 
see any irregularity, sim^y because there were no figures that 
would make the situation look bad. So 1 insisted that he gives me 
additional details, which came, and at that point I sent Drogoul a 
scorching letter, but to the best of my recollection and belief, I still 
doubt that there was an 3 ihing in that interim report, anything con- 
nected with Iraq. 

Maybe we are talking about Continental Grain, who was indi- 
rectly connected with Iraq. But if you tell me that it is Continental 
Grain and Continental Grain has a line of credit in the neighbor- 
hood of $100 million, I don’t make any connection. It is you, you 
make the connection. If you are telliim me that Continental Grain 
is over the line to me, it is a risk of Continental Grain. If you are 
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talking to me about the bank, you know something to that effect, 
1 don’t see Iraq. 

Anyway, I wrote a scorching letter and I don’t know whether the 
committee has a copy thereof. And I invited him to come to town 
to hear more on that subject. 

At that meeting I also invited the Rome chief inspectors. One L. 
Costantini that had come to town. I placed a copy of that letter in 
his hand; we are now about October 3, 1988, if I am not mistaken, 
I invited Drogoul from October 7, 1988. 1 knew that Costantini was 

g oing back to Rome on the 10th. I placed a copy of that letter in 
is hand and addressed to Central Auditing Rome. I invited him 
to the meeting. He heard me talking to Drogoul. Unfortunately, it 
seems like the copy of the letter meant for Rome was not delivered 
by Costantini for a number of reasons, excluding the right one. 

I was then a ioint central manager of the bank, a position cov- 
ered by the bank’s by-laws. As such, I had every ri^t to instruct 
him to deliver the letter. He claims he didn’t. Why? You should ask 
him. 

Not only that, now we come to the full report, the 40-page or so 
auditing report on the activities of the branch. Now we are in De- 
cember 1988. There has already been the October 1988 meeting 
with the managing director of the bank who has practically told me 
to leave Drogoul alone, OK? Instead, I sent Pedde this paper, the 
auditiong report. I have no answer. 

I send him another copy of the report in February 1989, because 
I am going to be in Rome in March to discuss the budget. When 
I show up to discuss the budget, tells me that he wants me back 
to Rome because I don’t treat well my "inferiors.” 'That is what he 
tells me. We are now talking about March 10, 1989. I sent him to 
where everybody knows and here I am. Besides, March 1989 is the 
month Pedde reiterated that the correction of the irregularities 
that surface in any branch or agency as a result of intern^ auditor 
inspectors (either from New York Auditing Department or from 
Central Auditing— Rome) is the domain of not the re|[ional man- 
ager but the head of the New York branch administrative division. 

The Chairman. Your letter of October 3, as you said a while ago, 
1988, to Mr. Drogoul, now that one was delivered to Mr. Drogoul. 
Mr. Sardblu. Oh, yes. 

The Chairman. And you met with Mr. Drogoul? 

Mr. Sardblu. In the presence of the inspector from Rome, yes. 
The Chairman. Oh, the inspector from Rome. 

Mr. Sardblu. And the inspector from New York, whom I had 
sent. 

The Chairman. Your letter was veiy definitely a strong one. You 

say ^ 

Mr. Sardblu. I hope it is in good Englisn, too. 

The Chairman. And I am going to quote from your letter. Even 
though I think we have it in the record, I will again place it in the 
record at this point. 

Mr. Sardblu. Sure. 

(The information referred to can be found in the appendix.] 

The Chairman. You have, reverting to officialdom, I believe that 
your explanations of the circumstances which prompted the exist- 
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ence of as many unacceptable exceptions are needed wiib the ut- 
most urgency. 

Mr. Sardelu. We are still not talking about Iraq. 

The Chairman. No. I know. But you are talking about the 
letter 

Mr. Sardelu. Yes, yes. 

The Chairman. To Drogoul minting out that there were things — 
irr^;ularities that had to be taken care of. 

Mr. Sardelu. Yes, yes. 

The Chairman. All ri^t. Now, with the letter — ^with reference to 
the letter to Rome, which apparently wasn’t delivered 

Mr. Sardelu. Yes. 

The Chairman. Did you ever follow through to find out 

Mr. Sardelu. Sir, the minute that I show up in Rome, March 
10, 1989, the managing director of the bank tells me that I am 
throu^ with North America. To rephrase the same thing over 
aj^n, that report was on Mr. Lombsrai’s desk since March 1989. 
Tne translation of that report in Italian surfaced in Rome the day 
that I was leaving the bank, July 11, 1989. Excuse me, leaving for- 
mally. 

I had amassed 158 days of imspent vacation. If anybody cares to 
go to the bank and have a look at the log, it will notice — ^it will be 
noticed that I am at the bank at 8 o’clock in the morning, and 
when I am in New York, I leave the bank at midnight because I 
like to shake hands with the employees of the nig^t shift in the 
computer room, since I have a bad temper, you see. So I go there 
to shake hands with him. 

Now, what happens here? When the managing director told me 
that I was through with Uie area of North America — as I men- 
tioned it to you, a decision, the wisdom of which I questioned in 
court — ^at that point — let me put it this way. The personal report — 
after all, I am only a joint central manager, is dead. So why should 
I suffer your abuse? All right? 

I tell him his place, which I did, and left that day without shak- 
ing hands. The Italian translation of the auditing report will sur- 
face in Italian on July 10, the day that I left formally the bank. 
But the head office had told me to leave the activities of the North 
American management effective April 15, because they try to make 
it look like it was now my fault if I had 158 days of unspent vaca- 
tion days. 

Why did it surface July 10, 1989, 7 months later? I am not the 
person who can provide the answer to that. All I can say is that 
it was not the first time that a major paper was held for a long 
period of time. A letter by the chairman dated July 8, 1988 enclos- 
ing the directors’ strategic decision that were bound to influence 
the bank’s foreign network and particularly the area of North 
America was kept in somebody’s drawer for months and placed in 
the mail only in December 1988. 

Mr. ViNCENZiNO. Mr. Chairman, may I say something? 

The Chairman. Absolutely. Yes, Mr. Vincenzino. 

Mr. Vincenzino. I have not been paid by my previous enmloyer, 
for sure, and as a matter of fact, I even took tnem to court for sev- 
erance payment that I thought was due to me, and I lost at court, 
so forget wout the issue. But again, let me defend my previous em- 
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ployer, and let me understand, because maybe tliis evening I am 
not understanding too well listening to Mr. Sardelli. 

Mr. Sardelll Mr. Chairman, excuse the interruption. By com- 
parison Mr. Vincenzino was a very low-ranking officer in the bank, 
OK? So I don’t have to remotely consult with him on what I can 
do and what I can’t do. Besides, unless Pedde told him somethiim 
he never told me, Mr. Vincenzino’s position at BNL-New York 
branch from March 1988 was subordinate to even Uie New York 
branch manager. How he can do the things he says he is doing 
after March 1988 without my authorization still beats me. 

The Chairman. Excuse me, Mr. Sardelli. Let him complete his 
statement. 

Mr. Sardelu. Sure. 

Mr. Vincenzino. What I wanted to say, thank you for allowing 
me, and I apologize, but I have been a branch manager in three 
instances, and if something had been brou^t — and I have had in- 
spections from the Federal Reserve, frum the auditors and from the 
outside auditors, 1 cannot recall one instance where they didn’t find 
something, because the best job on Eartii is to be an auditor. You 
always, you must find something, and you always find little things, 
you nnd something, 

If something important, something big had ever been brought to 
my attention, first of all, the aumtor doesn’t depend from the 
brandi manager. We are talking now of intemid auditors. They do 
not depend from the branch manager. They depend directly, or at 
least they are to report directly to the head of Uie auditing depart- 
ment at central office. 

And second, if 1 had been in a situation of something of that im- 
portance being brou^t to me, and if I had seen that top mana^- 
ment had not acted, then I would have gone to Bank Italia, to the 
central authorities, and really even fh>m there I would not have 
heard anyftiing, I would have gone to the local banking autliorities. 
Foigive my statement 

Ine Chairman. The only question 1 had for the two ladies was, 
where are you employed now? 

Ms. Maggi. Well, I sell software to corporate clients to allow 
banking deliveiy services. 

The Chairman. Where? In Atlanta? 

Ms. Maggi. No, sir. 1 live in Chicago. 

The Chairman. Oh, in Chicago, OK. 

Ms. Ivey. I work for the Cobb County Board of Education. 

The Chairman. I see. Just one final thing. I will have some ques- 
tions, because you have been most patient, you have been here all 
day, that 1 will submit in writing rather than prolong this. But 1 
just wanted to make a comment if I understood correctly Mr. von 
Wedel. 

In answer to Mr. Bachus’ inquiry, you said you had accepted a 
gift, or as is labeled in law, a gratui^, and that this was a gift 
&om an individual who did business with the bank with which you 
are employed. 

Mr. VON Wedel. Correct. 

The Chairman. Well, I don’t believe in bein^ unnecessarily se- 
vere or harsh, but I would define that as a bnbe. And, in fact, I 
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tliink in those cases in law where sudi accusations have been 
made, that is about the definition. 

I do believe, though, in beina just as harsh as truth and as un- 
compromising as justice, and tins is the reason I have made the 
statements I nave made from the be^nning Uus morning and from 
the beginning of the hearings in wmch I nave deplored a lack of 
integri^ in our judicial system, and in particular, in the Depart- 
ment of Justice. 

And I think that for you to say, Mr. von Wedel, that it was a 
you know, unlike a gin from some disinterested party that I think 
would be ddined as a gift, for you to tiy to define this as other 
than a gratuity, as a quid pro quo I think is ingenuous, and I just 
can’t teU you how much I deplore that. 

I think we have reached a point in our countiy — in fact, it isn’t 
the first time in our historical developmental experiences of either 
our country or society in general, but a democracy such as ours 
cannot long continue if in me private sector itself we can’t muster 
hi^er standards than that, and should we then expect from the 
public sector, which is supposed to be a reflection or a good mirror 
of our society in general. 

Yet, I find that the battering that has been given the public sec- 
tor has been so severe that me occurrences that we have had to 
painfully explore in the past 5 years in the private sector leads me 
to conclude that despite all of the furor about the public level, ju^- 
ing from m}r association with my colleagues on this level and with 
the associations I have had in the past in the private sector, that 
in the main, the overwhelming preponderant majority of the mem- 
bers are members of high qumity and moral standard. And that is 
the hope that maintains some of us and actually the sustenance. 
I see in some of the new members that we obtained as a result of 
the elections last vear a lot of reason to hope in addition to that. 

But I do think that we can’t casuallv refer to such things as you 
report, Mr. von Wedel, in tiie hope mat it can be interpreted as 
anythuig other than — whether it is private or public busmess — an 
improper action. 

Now, Mr. Drogoul in answer to my question cateTOrically denied 
that he had ever received any kind of a bribe or kickback. But then 
admitted in answer to the questions again that Mr. Bachus pro- 
pounded in more detail that be had received a very extensive loan, 
but which in answer to further questioning as much as said that 
he considered it tantamount to a gift, too. 

So with that, I will 3 rield to Mr. Bachus for any additional state- 
ment or questions he might want to ask in as succinct a manner 
as possible. 

Mr. Bachus of Alabama. Thank you, Mr. Chairman. 

First of all, I would say that tiiis also is not a gift from Mr. 
Tezeller. It ultimately was a gift from the American people. The 
money was ultimately, they were the victims, and that these loans 
were guaranteed by me U.S. Government, wmch is the people. 

Mr. VON Wedel. Excuse me. That loan was not guaranteed by 
the U.S. Government; it was a direct loan to Rafidain Bank, and 
it was paid on the maturity date, the loan with the bank making 
all the profits and so forth from it. I just would like to point that 
out. 
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Mr. Backus of Alabama. But the loan was guaranteed. 

Mr. VON Wedel. No, it was not, sir. 

Mr. Backus of Alabama. Is that correct? 

Mr. VON Wedel. That is correct, sir. And it was paid on its matu- 
rity. 

Mr. Backus of Alabama. Well, I stand corrected. 

Let me ask you this — - 

Mr. VON Wedel. Let me say it arose out of a transaction where 
the commodity was gi^antera by the U.S. Government, and that 
also was paid off on its maturity date. So every 3 years. But it 
covered 

Mr. Backus of Alabama. Did not the U.S. Government buy that 
commodity? 

Mr. VON Wedel. No. The United States Government sold the 
commodity, sir, to the Iraqis. What this covered, this particular 
transaction arose out of it, it was a bagging operation in Turkey 
where the com was shipped to Turkey, mixed into a feed grain and 
bagged in Turkey. It was a Turkish operation, and therefore, it 
does not qualify under the CCC at all, and we made sure of that. 
And it was a separate transaction that was not guaranteed by the 
U.S. Government. And the transaction was paid on its maturity 
date. 

Mr. Backus of Alabama. Let me ask you this, Mr. Sardelli. And 
I am not sure I agree with that characterization. I still think 
that 

Mr. VON Wedel. Well, can I maybe clarify it a little better for 
you, sir. 

Mr. Backus of Alabama. Let me say this: That was a loan 

Mr. VON Wedel. 1 am not justifying what I did or taking the 
money. I just wanted to set the record straight, because you made 
a comment, sir, that the U.S. citizens paid the ultimate price on 
it. 

Mr. Backus of Alabama. Who paid that loan back? 

Mr. VON Wedel. It was paid back by Rafidain Bank, but it had 
nothing to do with the CCC guarantee. I mean, it is on the record, 
sir. You can check all of the records and whatever else is there. It 
is public information. 

Mr. Backus of Alabama. Was this not purchase of com or 
grain? 

Mr. VON Wedel. Excuse me? 

Mr. Backus of Alabama. What was this purchase of? 

Mr. VON Wedel. It was the purchase of com. Let me explain the 
transaction to you. It was the purchase of com and other protein 
meals. 

Mr. Backus of Alabama. But was that money not intended to 
go to purchase grain from farmers here in the United States? 

Mr. VON Wedel. No. This money was to pay for the bagging op- 
eration, sir, to put the com in bags. The com got to its destinations 
after it was bagged. But it was not under a CCC gimrantee. It was 
not g^ranteed by the Commodity Credit Coloration. It was paid 
back in 18 months, or approximately 24, but it was paid on its ma- 
turity, but it was outside the CCC Program. It was not part of the 
CCC transaction. 
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I just wanted to set the record straight on that That is all I am 
sa^g. I am not justifying anything that I have done. 

Mr. Bachus of Alabama. All right 

Mr. Sardelli, you heard Mr. Drogoul’s testimony today? Were you 
present when he testified? 

Mr. Sardelll I was present. I am not so sure whether I was 
there when you were there. 

Mr. Bachus of Alabama. You heard him say that officials in 
Rome with the BNL were aware of his activities? You did hear him 
say that? 

Mr. Sardelli. I beg your pardon? 

Mr. Bachus of Alabama. You did hear him say — his 
testimony 

Mr. Sardelli. I heard him in court also testifying. I mean, this 
is the third time that I see Drogoul. 

Mr. Bachus of Alabama. Do you agree with his testimony or 
disagree? 

Mr. Sardelli. Look, let me say this: He must have been encour- 
aged to do something. 

Mr. Bachus op A^vbama. I am sony. 

Mr. Sardelli. He must have been encouraged to do something. 
What, I don’t know. 

Mr. Bachus of Alabama. Who would have encouraged him? 

Mr. Sardelli. Well, see, let me word it this way. Another or not 
they understood each other, that is Mr. Drogoul and the managing 
director, they should be asked, the two of them. 

Mr. Bachus of Alabama. The managing director in Rome? 

Mr. Sardelli. I wasn’t there when they talked in New York, I 
wasn’t there when they talked in Rome, I wasn’t there any time 
that they talked to each other, because if there was one person that 
was not there, that was me. 

You see, at one point that — ^what is that? Because you know, this 
is serious business and it should be treated as such. 

You see 

Mr. Bachus of Alabama. Who is the managing director in Rome 
that you are referring to? 

Mr. Sardelli. Well, Mr. Drogoul said, and there is no way that 
I don’t believe it, because they have been talking in New York, 
himself and Pedde. Drogoul says that there was also another man 
present at his conversation with Pedde in October 1988; a man 
with no position in the bank, but who was acting as though he was 
the owner of the bank. 

As a matter of fact, I believe that it was him who hired Vecci 
as the manager of the New York branch to be sure another person 
who had never covered the position of a branch manager anyplace; 
as a matter of fact, he was a treasurer in the New York markets, 
and if there were rumors about this inordinate activity of the At- 
lanta agency, he should have been the most likely one to know. 

Mr. Bachus of Alabama. Who would we ask? 

Mr. Sardelli. Who? 

Mr. Bachus of Alabama. Who is this person? 

Mr. Sardelli. The man that then was hired to become the 
branch manager in New York, that is Vecchi. But Mr. Drogoul 
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claims that it was when he was talking to Mr. Pedde, the then 
managing director of the bank, that he received directives. 

Mr. Bachus of Alabama. OK. In Rome? 

Mr. Sardelu. No. In New York. 

Mr. Bachus op Alabama. In New York. 

Mr. Sardelu. I wasn’t there at the meeting. Whether they un- 
derstood each other, it has to be really asked to each one of them, 
not to me. All I can say is this 

Mr. Bachus of Alabama. Where is he now? 

Mr. Sardelu. Where is the man? He was requested to resign by 
the owner of the bank, the then Minister of Treasury. 

Mr. Bachus of Alabama. When was this? 

Mr. Sardelu. I believe that together with the chairman, they 
were requested to step down in September 19 . 

Mr. VON WeDEL. Nineteen hundred and eighty-nine. 

Mr. Sardelu. Nineteen hundred and eighty-nine, yes. 

Mr. Bachus of Alabama. Do you know where he is today? 

Mr. Sardelli. He wouldn’t tell me for sure. 

Mr. Bachus of Alabama. They wouldn’t tell you. 

Mr. Sardelu. He wouldn’t tell me. 

Mr. Bachus of Alabama. But he would know whether 

Mr. Sardelu. I don’t know whether he is in jail. 

Mr. Bachus of Alabama. In your opinion he would know whetii- 
er Rome knew? 

Mr. Sardelli. In my opinion — am not so sure. In my opinion? 

Mr. Bachus of Alabama. Yes. 

Mr. Sardelu. Say that again, please. 

Mr. Bachus of Alabama. In your opinion, he would be the per- 
son that would know. 

Mr. Sardelu. There have been a number of other people, like 
Lombardi, for instance, there is no doubt about that that 

Mr. Bachus of Alabama. Where is he? 

Mr. Sardelu. Lombardi? I have been 33 years at BNL, and 
when I joined BNL 

Mr. Bachus of Alabama. Is he still with the bank? 

Mr. Sardelu. There was almost nobody in the bank. 

Mr. Bachus of Alabama. Is he still with the bank? 

Mr. Sardelu. He is now pumping water on 

Mr. Bachus of Alabama. I couldn’t understand you. 

Mr. Sardelu. He may be pumping water on some other mishap, 
that he is in South America where there was another mishap for 
the bank. The gentleman sitting behind me was suggesting that 
Pedde is in jail, I don’t know. V^at I can tell you is what I know 
for sure is this, and I tell you. 

Mr. Bachus of Alabama. You mean he may be in jail? 

Mr. Sardelli. He was sentenced to 4 years on the Luchaire af- 
fair because they were financing the Iran business, OK? 

Mr. Bachus of Alabama. So he may be in jail? 

Mr. Sardelli. He was not the only one. The person whom I was 
supposed to replace had I accepted the redeployment to Rome, he 
received same term. So I am here by the grace of God and perhaps 
my guardian angel, right? 
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Mr. Bachus of Alabama. But as I understand your testimony, 
people in Rome would have had to have known what was going on 
in Atlanta? 

Mr. Sardelu. There is no doubt — you see, in November 1988, 
Mr. Pedde sent to the area — and this is another thing. Mr. 
Lombardi, to put everybody at ease, because Mr. Sardelli would be 
removed. This is a fact. I mean— by — don’t know, it is only a fact. 
And the fact that I am relating to you does not mean that I am 
being bad, it means only that I am telling the truth. 

The Chairman. That is right. 

Mr. Bachus, we have about 4 minutes left to record a vote. 

Mr. Bachus of Alabama. I just wanted to ask unanimous con- 
sent to put the Lacey report into the record, Mr. Chairman. 

The Chairman. Without objection, it is so ordered. 

(The information referred to can be foimd in the appendix.] 

The Chairman. Let me say that Mr. Sardelli very well answered, 
and he had previously, and he simply wasn’t privy to those cir- 
cumstances that Mr. Drogoul related to us as having justified the 
decisions that he made. So that Mr. Sardelli throu^ our records 
and everything else has acted with great honor, and we are very 
grateful to you for your cooperation. 

We want to thank again each and every one of you very much. 
And, Mr. Vincenzino, I share with you your feeling aliout the 
things that are going on — that seem to reflect on this great Repub- 
lic of Italy. 

Mr. Vincenzino. Thank you, sir. 

The Chairman. Because I have always admired and have re- 
spected and have drunk deep from the culture. Let me say the 
writings and the tremendous heritage, and, of course, I think it is 
iust as painful to some of us, as some of the occurrences that we 
have had to face here in the House of Representatives not too long 
ago. So we share that feeling, and let me say that our utmost re- 
spect for the great people of Italy remains the same. 

Mr. Bachus of Alabama. Mr. Chairman, I would like to say to 
Ms. Ivey and Ms. Maggi, your cooperation during the last several 
years is much appreciated. 

Ms. Ivey. Thank you. 

Mr. Bachus of Alabama. And we did ask you about your 
present location, your present employment, but certainly not— we 
certainly want you to know that we feel that you have been very 
cooperative and hope that there is no concern there. 

The Chairman. I will add my voice to that and also to thank you 
for having spoken up when you did in 1989. Thank you again very 
much. 

The committee stands adjourned imtil further call of the Chair, 
which will be tomorrow morning at 10 o’clock for a markup. 

[Whereupon, at 4:45 p.m., the hearing was adjourned, subject to 
the call of the Chair.] 
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Opening Statement of Henry B*. Gonsales, ChairMn 
Comnittee on Banking^ Finance and Urban Affairs 
Hearing with Former Employees of BML 
November 9 , 1993 

Today marks the Banking Committee's sixth hearing on the 
scandal involving the Atlanta agency office of the Italian Banca 
Nazionale del Lavoro (BNL) . The Committee's investigation of BNL 
originally grew out of my concern that our financial system was 
vulnerable to abuse by foreign banks who were taking advantage of 
the openness of our financial system and inadequate supervision on 
the part of our federal and state bank regulators. 

The Committee's investigation revealed that foreign banks were 
subject to inadequate supervision and an outmoded regulatory 
structure. These findings served as a catalyst for overhauling our 
system of regulating foreign banks. Foreign banks are now subject 
to far greater scrutiny by the regulators, but we roust remain on 
guard. This is especially true given that the foreign bank 
presence in the U.S. continues to grow. The latest tally reveals 
that foreign banks command nearly a trillion dollars in assets in 
the U.S. — over twenty percent of total banking system assets. 

The BNL scandal also serves as a shocking reminder of the ease 
at which our financial system can be manipulated. While it may 
seem hard to believe that a handful of employees of a small agency 
office like BNL could secretly loan billions to Iraq, the scheme 
was carried out with apparent ease. There are several competing 
claims about the origins of the scandal and whether or not the BNL 
Atlanta employees acted alone or as part of a broader covert policy 
involving the U.S. and Western European tilt toward Iraq. 



97 


One group that: has not had the opportunity to tell their side 
of the story is the former employees. Today's hearing provides an 
opportunity to explore the means and motivations by which the 
former employees perpetrated the single greatest banking fraud in 
U.S. history. They will hopefully answer, once and for all, the 
question of whether or not they acted alone. 


2 
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U.S. HOUSE OF REPRESENTATIVES 

• ' COMMUTTEE ON ■ANKINQ.FINANCfANOIM^ 

ONE HUNDNEO THHIO CONGRESf 
2128 RAVtUlM HOUSE OfFICE BUH0IN6 
WASHINGTON. DC 20f18^80 


October 14, 1993 



Mr. Christopher Drogoul 
c/o Mr. Robert M. “Simels, Esq. 

Robert M. Sinels, P.C. 

260 Madison Avenue 
New York, NY 10016 

Dear Nr. Drogoul: 

a on Banking, Finance and Urban Affairs will hold 

activities of the Atlanta office of the Banca 
Nazionale del Lavoro on Tuesday, November 9, 1993, at 10:00 a m 
in Room 2128, Rayburn House Office Building. The Committee 
requests that you testify at the hearing. committee 

1. What were your duties at BNL? 

2 . How would you describe the performance and quality of 
bank examiners assigned to the BNL-Atlanta examinations? 

To what extent did BNL-New York or BNL-Rome officials 
know about the Commodity Credit Corporation fCCC) 
guaranteed or medium term loans (MTLs) to Iraq? Please 
that had knowledge of the loans, and 
describe the extent of their knowledge. 

Do you have any reason to believe that any part of the 
90 vernraents were aware of the CCC 
i?*"* prior to the BNL raid on August 4, 

1989? Please explain. ^ ' 

Do you have reason to believe that the commodities 
purchas^ by Iraq with CCC-gua ran teed loans were diverted 
for military goods? Please explain. 


3. 
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6. What is your knowledge of BNL's relationship with 
Kissinger Associates? Did you have any contact with 
Kissinger Associates? Did you or anyone else at BNL ever 
discuss the CCC or MTL loans to Iraq with Kissinger 
Associates? 

7. Please provide any comments you have on the Justice 
Department's handling of the BNL investigation. Why did 
you withdraw your original plea agreement with the 
Justice Department? Do you have any comments on Judge 
Lacey's BNL Report? 

8. Please comment on the Italian government's use of BNL- 
Atlanta to finance the sale of military hardware such as 
Sidewinder missiles and attack helicopters? 

9. What was you knowledge of BNL's relationship with the 
Bank of Credit and Commerce International (BCCI)? 

In accordance with Committee rules, please deliver 200 copies 
of your prepared statement to Room 2129, Rayburn House Office 
Building, Washington, D.C. 20515 by 10:00 a.m. , November 8, 1993. 

Your entire written statement will be included in the hearing 
record and will be made available to all Committee members in 
advance of your appearance. 

Thank you for your cooperation. The Committee looks forward 
to your testimony. 



HBG: jr/dk 
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U.S. HOUSE OF REPRESENTATIVES 

COMMI1TEC ON lAMCINa nNANC€ AND URBAN AF^ 
ONE HUNDRED THIRO CONQRESB 
212B RAYBURN HOUSE OFHCE BUIUNNQ 
WASMN8T0N. DC 20BIB-B0BO 

October 19, 1993 



Mr. Paul Von Wedel 

c/o Mr. John P. Martin, Esq. 

500 Grant Building 
44 Broad Street 
Atlanta, GA 30309 

Dear Mr. Von Wedel: 

The Conunittee on Banking, Finance and Urban Affairs will hold 
a hearing on the activities of the Atlanta office of the Banca 
Nazionale del Lavoro on Tuesday, November 9, 1993, at 10:00 a.m., 
in Room 2128, Rayburn House Office Building. The Committee 
requests that you testify at the hearing. 

The Committee asks that you be prepared to 'discuss the issues 
involved in the management ,i; operation and regulation of BNL during 
your tenure with the banlc. Please address the following questions 
in your written statement: ‘ 

1. What were your duties at BNL? 

2. How would you describe the performance and quality of 
bank examiners assigned to the BNL-Atlanta examinations? 

3. To what extent did BNL-New York or BNL-Rome officials 
know about the Commodity Credit Corporation (CCC) 
guaranteed or medium term loans (MTLs) to Iraq? Please 
list the person (s) that had knowledge of the loans, and 
describe the extent of their knowledge. 

4. Do you have any reason to believe that any part of the 
U.S., Italian, or U.K. governments were aware of the CCC 
or NTL loans to Iraq prior to the BNL raid on August 4, 
1989? Please explain. 

5. Do you have reason to believe that the commodities 
purchased by Iraq with CCC-guaranteed loans were diverted 
for military goods? Please explain. 


6. What is your knowledge of BNL's relationship with 
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6. What is your knowledge of BNL's relationship with 
Kissinger Associates? Did you have any contact with 
Kissinger Associates? Did you or anyone else at BNL ever 
discuss the CCC or NTL loans to Iraq with Kissinger 
Associates? 

7. Please provide any comments you have on the Justice 
Department's handling of the BNL investigation. Do you 
have any comments on Judge Lacey's BNL Report? 

8. Please comment on the Italian government's use of BNL- 
Atlanta to finance the sale of military hardware such as 
sidewinder missiles and attack helicopters. 

9. What is your knowledge of BNL's relationship with the 
Bank of Credit and Commerce International (BCCI)? 

In accordance with Committee rules, please deliver 200 copies 
of your prepared statement to Room 2129, Rayburn House Office 
Building, Washington, D.C. 20515 by 10:00 a.m., November 8, 1993. 

Your entire written statement will be included in the hearing 
record and will be made available to all Committee members in 
advance of your appearance. 


Thank you for your cooperation, 
to your testimony. 


incerely. 


The Committee looks forward 



«Henry B.| Gonzal 
Chairman 



HBG: jr/dk 
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U.S. HOUSE OF REPAESENTATIVES 

(OMMITTa ON tANKING. 

ONEHUN6fl»THlilO CONQilE$S ' 

2120 RAVMIWI HOU^ OmCi BUIUNNO 
WAOHNiGTON. DC 20i1tHMfO 

October 19, 1993^ 


Nr. Luigi Sardelli 
294 Westchester Avenue 
Crestwood, NY . 10707 . 

Dear Hr. Sardelli: 



The Committee on Banking, Finance and Urban Affairs' will hold 
a hearing on the activities of the Atlanta office*^6f 'the Bancia 
Nasionale del Lavoro on Tuesday, November 9, 1993, at 10:00 a.m., 
in Room 2128, Rayburn House Office Building. The Committee 
requests that you testify at the hearing. . 

The Committee asks that you be prepared to discuss the issues 
involved in the management, operation and regulation of BNL during 
your tenure with the bank. Please address the following questions 
in your written statement: 

1. What were your duties at BNL? 

2. How would you describe the performance and quality of 
bank examiners assigned to the BNL-Atlanta examinations? 

3. To what extent did BNL-New York or BNL-Rome officials 
know about the Commodity Credit Corporation (CCC) 
guaranteed or medium term loans (MTLs) to Iraq? Please 
list the perspn(s) that had knowledge of the loans, and 
describe the extent of their knowledge. 

4. Do you have any reason to believe that any part of the 
U.S., Italian, or U.K. governments were aware of the CCC 
or HTL loans to Iraq prior to the BNL raid on August 4, 
1989? Please explain. 

5. Do you have reason to believe that the commodities 
purchased by Iraq with CCC-guaranteed loans were diverted 
for military goods? Please explain. 

6. What is your knowledge of BNL's relationship with 
Kissinger Associates? Did you have any contact with 
Kissinger Associates? Did you or anyone else at BNL ever 
discuss the CCC or HTL loans to Iraq with Kissinger 
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Associates? 

7. Please provide any comments you have on the Justice 
Department's handling of the BNL investigation. Do you 
have any comments on Judge Lacey's BNL Report? 

8. Please comment on the Italian government's use of BNL- 
Atlanta to finance the sale of military hardware such as 
Sidewinder missiles and attack helicopters. 

9. What is your knowledge of BNL's relationship with the 
Bank of Credit and Commerce International (BCCI)? 

In accordance with Committee rules, please deliver 200 copies 
of your prepared statement to Room 2129, Rayburn House Office 
Building, Washington, D.C. 20515 by 10:00 a.m., November 8, 1993. 

Your entire written statement will be included in the hearing 
record and will be made available to all Committee members in 
advance of your appearance. 

Thank you for your cooperation. The Committee looks forward 
to your testimony. 



Chairman 


HBG: jr/dk 





109 


Government's use of BNL**Atlanta to finance the sale of 
military hardware such as Sidewinder missiles and attack 
helicopters? 

In addition to your written statement, please also provide the 
Committee with all records to which you have access that refer to 
the meetings on BNL that you held with U.S. officials. 

In accordance with Committee rules, please deliver 200 copies 
of your prepared statement to Room 2129, Rayburn House Office 
Building, Washington, D.C. 20515 by 10:00 a.m., November 8 , 1993. 
Your entire written statement will be included in the hearing 
record and will be made available to all Committee members in 
advance of your appearance. 

Thank you for your cooperation. The Committee looks forward 
to your testimony. 

/E'M 

Aenry Br. Gonzalez 
Chairman 


HBG: jr/dk 
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U.S. HOUSE OF REPRESENTATIVES 

COMMirm ON BANKINQ. FINANCS AND UNBAN AFFAIRS 
ONE HUNDRED THIRD CONGRESS 
2129 RAYBURN HOUSE OFFICE BUtlOING 
WASHINGTON, OC 2081B-6080 


November 5, 1993 



Dr. Giuseppe Vincenzino 
712 5th Avenue, 32nd Floor 
New York, New York 10019 

Dear Dr. Vincenzino: 

The Committee on Banking, Finance and Urban Affairs will be 
holding a hearing on the activities of the Atlanta office of the 
Banca Nazionale del Lavoro (BNL) on Tuesday, November 9, 1993, at 
10:00 a.m., in room 2128 of the Rayburn House Office Building. The 
Committee requests that you testify at the hearing. 

The Committee asks that you be prepared to discuss the issues 
involved in the management, operation and regulation of the BNL 
during your tenure with the bank. Please address the following 
questions in your written statement: 

1. What were your duties as an officer of the BNL from your 
arrival in February of 1975 to your departure in February 
of 1990? 

2. To what degree is the BNL an extension of the Italian 
government? In accordance, does the Italian Ministry of 
the Treasury have an active role in the management of the 
BNL? 

3. Were you aware of the illegal use of Commodity Credit 
Corporation (CCC) guarantees by the BNL-Atlanta? If yes, 
at what point in time did you become cognizant of the 
activities? 

4. What role did you, as a representative of the BNL, play 
in the arranging of negotiations between Italian Defense 
Ministry officials and their NATO counterparts? 

5. What role did you play in the arranging of negotiations 
between Italian Defense Ministry officials and their 
Iraqi counterparts? 


Ill 


6. Please provide details on any and all trips or meetings 
in which you accompanied Dr. Antonio Pluchinotta and/or 
other Ministry of Defense officials. 

7. Do you have any reason to believe that any part of the 

U.S.i Italian or U.K. governments were aware of the 

illicit CCC guarantees to Iraq prior to the BNL-Atlanta 
raid on August 4, 1989? Please explain. 

8. >fhat is your knowledge of the relationship between the 
BNL and Kissinger Associates? As the BNL- Washing ton 
representative, did you haye any contact with Kissinger 
Associates or their designees? If so, please elaborate. 

In accordance with Committee rules, please deliver 2Q0 copies 
of your written statement to room 2129 of the Rayburn House Office 
Building, Washington, D.C. 20515 by 10:00 a.m., November 8, 1993. 

Your entire written statement will be included in the hearing 
record and will be made available to all Committee members prior to 
your appearance. 

Thank you for your cooperation. The Committee looks forward 
to your testimony. 

/incerely^ 

^ Henry^B. GonzaTez 
Chairman 


HBG:tn/dk 
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CHRISTOPHER DROGOUL 

My name is Christopher Drogoul. I want to thank the 
committee for the opportunity to appear here today, i gave been hopeful 
for over four years that I might get an opportunity to speak the truth 
concerning this matter, and although I had intended to do so at my trial, 

I will do my best to be forthright and complete in this appearance. 

I was the manager of the Atlanta agency of Banca Nazionale 
Del Lavoro from 1 984 until August, 1 989. Although I managed the bank 
in accordance with my instructions from my Superiors in Rome, when 
criminal charges were being considered in connection with the activities 
of that branch, the bank took the position thst it was a victim of the 
actions of the Atlanta agency. 

At the time of the search I was in France on vacation. After 
ieaming of the search I returned to the United States to deal with tite 
potential problems which might arise. Prior to my return I met with 
representatives of the Iraqi Central Bank, who assured me that I should 
not be concerned. It had been their position to me over several years 
that the lending between the Atlanta agency and their bank was known 
to the United States, and that any irregularities would be resolved with 
a fine against the Bank. I was also assured by my knowledge that the 
General Director and other high officials of BNL knew of my activities 
that I would not be in harm's way by my return. 

After the search of the Bank in August, I became aware that 


I 
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the investigation by the United States Attorney's Office in Atlanta was 
focused on my staff and myself. It was always been my view that the 
political power of the United States and Italy reached right down to the 
US Attorney's Office in Atlanta to ensure that only those associated with 
the Atlanta agency suffered the consequences of the revelation 
surrounding the search of the agency in 1989, while I do not know 
whether Alan Greenspan's personal visit to Atlanta shortly after the 
search, or the subsequent direct contact by the Bush White House solely 
contributed to the bias by the lead prosecutor in Atlanta towards the 
investigation, it certainly had an impact. 

The search revealed that the Atlanta agency had been 
funding a number of countries, Iran, Russia, and Iraq in part through the 
use of what some have called the grey book. While some might view 
that activity as reflecting criminal conduct, it was not. The need to hide 
from some officials, particularly Mr. Sardelli in New York, our activities 
led to this record keeping process. With the removal of Mr. Sardelli in 
the Spring of 1989, we had commenced to remove all grey book entries 
and to place all our activities on the books. The search prevented this 
from occurring. I am aware that this process could have prevented the 
State and Federal Banking authorities from learning the full nature of our 

i 

lending. However, if any legitimate audit had been conducted the full 
scope of our lending would have been easily uncovered. It was never 
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our intention to mislead the United States Banking authorities from 
knowing the extent of our activities. Instead, I acted to carry out the 
objectives of BNL and the Italian government, and that I believed were 
also the objectives of the United States, in my interaction with Iraq, 
Russia, and Iran. 

Having been confined to a prison cell since April 1^992 
stripped of all my assets, and compelled tQ have my wife and lour 
children suffer .the indignity of having to live on welfare, I have had a 
great deal of time to consider the events of the period between 1 984 
and 1991 when I was indicted in a 347 count indictment. 

It is my view that the local US Attorney's office was 
overwhelmed by political pressure by the United States and Italy, by the 
law form of King and Spalding, and the lack of a competent staff to 
properly investigate and understand what had occurred. 

To begin to understand the Atlanta agency one must 
understand who Banca Nazionale Del Lavorp is, their political relationship 
to the Italian government, and how Italy itself conducts its business 
affairs. The perennial, corruption, and the utilization by its politicians of 
entities, such as BNL, to further their own pecuniary interests, is self- 
evident. whether the activities of BNL/Atlanta enriched any - Italian 
political group I do not know but it is certainly likely. I do not intend to 
engage in a long winded expianation of Italy, but T would be glad to 
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answer any questions in this regard that the committee nay have. 

I am certainly disappointed, but not surprised that Mr. 
Pedde, and the others at BNL who encouraged and endorsed my actions 
at the Atlanta agency, have taken a position that I acted without 
authority. I am not so unsophisticated not to realize in this international 
drama that I am an insignificant figure, who can be sacrificed in the 
interests of major governments. I was aware at all time that the policy 
of BNL was to further the foreign policy concerns of both the US and 
Italy. 

As I am sura the committee is aware, following my 
counsel's subpoenas to former President Bush and other officials of his 
administration, the government approached us about a plea to end this 
matter. Recognizing that my trial would be postponed to 1994, and my 
concern over the fate of my wife and my four children I agreed to a plea 
which would end this nightmare. 

I will now attempt to answer certain questions posed by the 
Committee in its request for me to appear. 

1. WHAT WERE YOUR DUTIES AT BNL? 

To answer this question properly requires that one 

* 

understand the basis upon which I was originally hired, arul my banking 
background at Barclays. 
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Originally hired in December 1981 as an assistant vice 
president and junior lending officer, I was promoted to vice president and 
lending officer sometime in mid 1 982, and in mid 1 984 was appointed 
acting manager of the Atlanta branch. In March 1 985, my position as 
manager was formalized by Professor Bignardi. 

I have often asked myself why someone With little lending 
experience and no managerial experience was appointed to the position 
of manager at BNL Atlanta, but it is clear that I was the only presentable 
individual available for the job, since the competent Italians shied awdy 
from taking the Atlanta stewardship/ and there were no Amdricans in the 
organization who were available fo be appointed at that time.- 1 thus 
received the position by default: 

Officially, the duties of branch manager are Administrative; 
i.e. to ensure the smooth functioning and appropriate development of the 
branch's activities in its designated nine state business development 
territory (which included Virginia, North Carolina, South Carolina, 
Georgia, Alabama, Mississippi, Tenriessee, Kentucky and West Virginia). 

However, since the branch was constituted with a small 
capital base of USD 2.000.000, sufficient persorinel to pfoperly'opArate 

the branch were not hired; Thus employees filled multiple functions: The 

0 

martager was also a business development officer, a business 
development officer was also the credit manager, the support trader was 
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also a business development officer, the letter of credit adrhinistrator 
was also a business development officer, the operations officer acted as 
the comptroller, etc. 

In reality^ BNL Atlanta was never mily conceived of our 
managed as a branch. It was instead considered to be a quasi 
autonomous business development office. 

Moreover, whereas every other branch in the United States 
operated within its established geographic territory, BNL Atlanta 
historically operated throughout the United States, and eventually 
throughout the world. It was common knowledge throughout the BNL 
system that BNL Atlanta officials travelled in other branches territories, 
and developed business in those geographic zones for the benefit of BNL 
Atlanta, that local branch, and the head office. 

Thus, when BNL Atlanta travelled to Geneva to develop 
commodity business with the international grain traders based there, it 
was common for BNL Atlanta officers to find a way to develop business 
for the Geneva branch as well. Since most of the Atlanta branch's 
business involved head office banking relationships with the central 
banks and the principal commercial banking institutions in Eastern 
Europe, the Middle East and North Africa, it was common for Atlanta 

i 

officers to use meetings with those institutions as forums to develop 
opportunities for the corresporMlent banking division at the head office. 
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Ted Monaco's statement to the effect that he was not alarmed at seeing 
me in Baghdad is in a sense true, for all BNL knew that Atlanta roamed 
the globe in search of business (in that case though, Monaco also knew 
that Sardelli had limited our travel to areas inside Atlanta's assigned 
geographic territory). 

To summarize my duties therefore, I would say that 
officially I was the senior administrator of the Atlanta office, but in 
reality I was a senior business development officer of the bank based in 
Atlanta responsible for developing much of the bank's muiti-nationai 
business. 

Indeed, my general manager. Dr. Pedde, repeatedly 
emphasized to me the need to develop strong ties to European and U.S. 
multi-national corporations for the bank. Dr. Pedde eventually issued a 
dictum stating that officers responsible for the development of assigned 
business should travel to develop such business, rather than head office 
officials. 

2. HOW WOULD I DESCmBE THE PERFORMANCE AND 
QUALITY OF THE VARIOUS EXAMINERS ASSIGNED TO 
AUDIT THE BANK? 

It is inaccurate to consider the "visits” by the Federal 

$ 

Reserve Bank, the State Banking Department, and Peat Marwick to be 
true audits of the branch's records, for they were not. This statement is 
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not intended to insuit any supervisory agency. Simply stated, the 
established parameters of those entities audits did not call for a 
comprehensive audit. 

The task of the Fed was simply to confirm that the State Of 
Georgia audit revealed no major problems, and thus their audit of BNL 
Atlanta usually consisted of a one or two day review of the State of 
Georgia' preliminary results, followed by a cup of espresso in the 
manager's office. 

The State of Georgia inspectors examined credit folders to 
determine whether there was an inherent risk in lending to a particular 
company> financiar institution, or country, withobt any thorough 
confirmation of the details reported on the branch records. The role Of 
the State examination was not designed to verify the branch's records. 
That resporisibility rested on the shoulders of the bank's internal team of 
inspectors. 

The Peat Marwick examination was nothing mdre than an 
exercise to place an independent auditor's imprimatur on the branch's 
year end results, and their audit consisted of a verification of the assets 
and liabilities recorded on the branch's books at the close of the financial 
year, without any examination of the underlying records. By the third or 

i 

fourth year of such a review, the procedure became so banal that neither 
KMPG nor BNL Atlanta considered the audit to anything more than an 
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exercise in protocol. . 

The audit performed by BNL's internal auditors was compre- 
hensive and thorough. Had it not been "tamed," ail the branch's 
activities would have-been revealed, regardless of any attempts on the 
part of BNL Atlanta's staff to conceal those activities from the intemai 
auditors. The Morgan transfer records were never examined thoroughly, 
the Rafidain and Central Bank of Iraq's records were never reviewed^ the 
amount of funding received from the interbank market never examined 
except on a cursory basis, and on and on. I considered the internal 
auditors pmisaions to be intentional oversights the first time^^^ 
coiicluded by the secorid audit that there would not be any udwie^^ 
unearthing of Atlanta's Iraqi relationship by BNL's audit team: 

Having mada this, statamant, though, I raeall many 
conversations with ^bankeie from New York, who were subjected to 
numerous state and federal agency audits. They all discussed the 
titoroughness of the New York audits, so perhaps the Atlanta auditors 
simply .viewed their responsibilities differently. 

I do not personally believe that the activities of the Atlanta 
office could ever have developed in New York. It would almost seem 
that tite environment for BNL Atlanta's was perfect. 
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3. TO WHAT EXTENT DID BNL NEW YORK AND BNL ROME 
OFFICIALS KNOW ABOUT THE CCC OR MTL CREDITS 
FOR IRAQ? 

It is important to understand that in most instances 
approvals to extend credit or to engage in a transaction came in verbal 
form, either through BNL's regional management in New York, or directly 
by telephone from BNL Rome. 

In a conversation with Dr. Florio during and after a dinner 
meeting in New York, we were discussing the salubrious impact upon 
the branch that the CCC program had the previous fiscal year. In 
particular, we were discussing the prior year's approvals for the 
extension of credit to Mexico and Iraq, and I had indicated that given the 
low level of risk associated with these transactions, we at BNL Atlanta 
wished to continue our CCC lending to those same countries, as well as 
to others. I had mentioned to Or. Rorio that the CCC had recently 
accorded significant guarantees to Mexico and Iraq for the U.S. govern- 
ment's new fiscal year, and on this occasion I specifically sought his 
verbal approbation to lend anew to those countries. His reply, which I 
remember quite distinctly, was that although he too saw little risk in 
lending under CCC, the International Division of BNL, and he especially, 
were under pressure from political forces, at that time unknown to me, 

t 

which would use any increased lending activities to Mexico as a weapon 
against the Division, since the New York Branch has in years past lent 
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substantially to the Mexican public and private econorhic sectors, both 
of which were embarrassingly delinquent in paying their loans. 

Here I note that BNL Rome officials informed me weli 
afterward that an impending new BNL administration, which sought to 
abolish Or. Fiorio's international Division on the grounds that it was 
spending too many of the Bank's resources and not generating sufficient 
profits, was seeking to use any of the International Division's 
weaknesses to dismiss Dr. Florio. Hence his trepidation to engage in 
further Mexican lending. 

On the subject of Iraq, he evinced no particular objection to 
further lending commitments toward iraq under the CCC program, and 
inquired about my specific intents. I duly noted that BNL Atlanta had not 
been successful in obtaining full utilization of our facility' in favor of 
Rafidain Bank, and that we needed to offer a considerably larger facility 
than that of the previous year in order not to be squeezed out by the 
banks involved the prior year. 

At this point Dr. Florio sought assurance that the risk was 
as it had been represented by the CCC. I assured him that in reaiity the 
CCC ensured that on all defaults the borrowing bank would make 
arrangements to reimburse the lending bank (BNL, in other words) for 
those amounts not covered by the CCC guarantee, usually by arranging 
for the borrowing institution to remit the unguaranteed differential at the 
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time of the CCC's debt rescheduling at the Paris Club. 

Having understood the mechanism by which the lending 
institutions would be "made whole." Dr. Florio then specifically 
requested from me the amount which I thought would be appropriate for 
BNL to extend to Iraq. I noted that the anticipated allocation by the CCC 
to Iraq would be in the area of $550 million, and that we should be 
prepared to exterKi an offer to finance about one-half the total amount, 
in order to insure utilization of our facility, and in order to have opportu- 
nities to develop relations with the U.S. exporters shipping commodities. 

' I also mentioned that we might wish to underwrite the entire facility and 
share the business with one or two institutions of our choosing, although 
at the time I had nothing formal in mirxl. 

He ruminated on the matter for about one minute and a half, 
arxl as we approached his hotel after leaving the restaurant, he said, 
"Alright, go ahead with Iraq, but keep away from Mexico for the time 
being." The entourage accompanying Or. Florio exchanged courtesies. 

His group entered his hotel, BNL regional management staff 
(Mr. Guadagnini, Mr. Biginelli, at al. parted company with me to return 
to their homes, ainJ I returned to my hotel. 

Such was the manner of our discussions regarding credit 

i 

facilities of all sorts. Upon my return to Atlanta I notified those parties 
concerned, most rwtably Raffaele Galiano and Paul von Wedel. Galiano 
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was instructed to prepare a formal proposal to Rome, whereas von 
Wedel was requested to begin marketing our services to the U.S. grain 
exporters in advance of our meetings with the Iraqi CCC delegation. 

The point of this story is twofold: one^ to give you an idea 
about how BNL bankers discussed and obtained verbal authority from 
superiors regarding all sorts of requests, and two, in order to impart to 
you the specific conversation in which I obtained authority to proceed in 
my negotiations with the Iraqis. 

As it turned out, A^r. Galiano's requests for formal approval 
from the area manager in Rome with responsibility for Iraqi institutions 
met with positive encouragement. 

Mr. Galiano's comments regarding the status of our formal 
request suggested that all was proceeding as planned.' The area 
nrianager reported conversations he had with Dr. Florio who had then 
returned to Rome indicating that all was in order; as Or. Florio and -I had 
agreed, and thereforef even though we had not yet received 'board 
certified' approval, everything seemed on track> and we accordingly 
proceeded to. negotiate with the Iraqis, who by then were in Washing- 
ton, D.C. 1 

After the conclusion of our negotiations with the Iraqis, I 

i t 

recall having spoken to Mr Guadagnjni in New .York oyer the phone to let 
him know of our success, in Washington, and that we planned to sell 
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unwanted CCC Iraqi loans to several banks seeking to participate. 

Approximately one month later, Mr. Galiano approached me 
in my office and indicated that BNL Rome would be "delaying" the 
proposal regarding the CCC Iraqi loans, but that I should not be alarmed, 
it was just "another instance of their slow procedural manner." There 
was no indication that Or. Florio was changing his mind. Instead, we 
proceeded as usual, and, given the successful conclusion of our 
negotiations, I prepared for my first visit to Baghdad, with Mr. 
Guadagnini's approval, and with Mr. Biginelli's complete awareness 
(Biginelli was by then the London branch manager, and I visited with him 
there just prior to my departure for Baghdad). 

It was only upon my return from Iraq that I understood there 
was a problem with our proposed facility, and it was expressed to me 
more or less in these words: 

"Yes, I know that Dr. Florio told you to proceed, but 
apparently in the past several weeks he has had temporarily to cease 
lending activity to Iraq; but I'm sure the situation will be back to normal 
soon. Continue about your business, even though I have or will be send 
you a telex declining approval of your facility for the time. We'll work it 
out soon." 

In hindsight, I suppose that I should have called Florio 
directly and confronted him with the situation. Yet I assumed that the 
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'delay" would indeed be temporary, since in the past Rome had always 
delivered, although sometimes well after a verbally authorized credit had 
been repaid. Additionally, I thought the problem to be linked to the same 
reason Dr. Florio sought to avoid Mexican risk... to protect his division 
against political swashbucklers. As a result, I gave the matter only 
momentary thought. 

We continued to honor our commitments, both to the Iraqis 
and to the exporters, and reflected the loans accordingly on the branch's 
records. 

Then, while at an International Division managers meeting 
in Venice, Mr. Guadagnini mentioned to me that Dr. Florio had noted to 
him that BNL Atlanta's exposure to Iraq was in excess of the first year's 
CCC credit line to Iraq, and it might cause (political] problems for Florio. 
Accordingly, Mr. Guadagnini asked that I regularize the Iraqi credit line 
as soon as I returned. 

Having had an approval of which Dr. Florio was well aware, 

I was genuinely perplexed by Florio's and Guadagnini's comments. Thus, 
upon my return to Atlanta, I called a meeting of the local officers and 
stated something to the effect that Florio was having difficulties in Rome 
politically, had found himself boxed into a corner temporarily regarding 
Iraq, and had asked that we "eliminate" for a time the Iraqi exposure 
above $ 100 million, to help him. It was only in 1988 while discussing 
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the matter of Iraq that Ted Monaco admitted the problem Florio had with 
BNL's loans to Iraq, only a part of which related to BNL Atlanta. 
Although BNL Atlanta's Iraqi loans did not constitute a problem for 
Florio, since ultimately we had elected to remove our branch's Iraqi 
exposure from the records on the last day of the month, thereby insuring 
he would have no problems from us, there were sizable amounts of 
unsecured loans to Rafidain Bank authorized by Florio for BNL's Italian 
branches which caused him considerable anguish when the new BNL 
administration sought to find fault with the International Division. 

My next meeting with Rorio was scheduled to be in New 
York in October of that same year, and it was my intention to seek 
clarification on the matter of Atlanta's Iraqi loans. At that meeting, 
however, Nesi and Florio appeared ashen, Guadagnini had been forced 
to announce his resignation, and Dr Pedde had taken control of the 
meetings, where he lamented the ineptitude of the International Division 
under the guidance of Dr. Florio, who was not even allowed to utter any 
formal statement to his managers. If I am not mistaken, the ever 
ebullient Dr. Sardelli was present, haying flown in from the far east to be 
introduced to the North American managers as the new regional 
manager. 

The odor of controlled chaos was in the air, and all parties 
became skittish and extremely cautious around each other. It was clear 
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there hed been politicel upheavel at BNL Rome, and no one either in 
Rome or at the foreign branches understood the new rules by which the 
bank was to be operated. Florio spoke to no one, Nesi's political base 
had obviously disappeared. Pedde's position was still somewhat 
uncertain to us. Only Dr. Sardelli spoke eloquently about his goals for the 
BNL network in North Americs. it was truly a somber evOnt, for 
seemingly ovemightthe political hierarchy changed ar^ rumors abounded 
regarding the imminent demise of Rorio and his international division. 

In this environment, I did not dare burden Rorio with 
another problem, although I did make an effort to discuss the matter 
with him, and was politely rebuffed with a comment to the effect that 
the issue of CCC guaranteed loans to Iraq was insignificant in the face 
of what loomed ahead for the International Division. IMy dilemma 
appeared rather insignificant and at the same timO, I was genuinely 
uncertain to whom I was to direct my questions regarding 1ny 
international lendings. Guadagnini, in one of my conversations with him 
about the general state of affairs, acknowledged "apres moi, le deluge.” 
Rorio was dismissed soon after this meeting, the International OKHsion 
was erased from the corporate organization chart, and its' headquarters 
palazzo across from BNL's headquarters on Via Veneto put up for sale. 

Once Sardelli was instailed as the new North American 
Regional Manager, It was quite unclear to all branch manigers whose 
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political interests Sardelli represented, for he was critical in the extreme 
about Mr. Guadagnini's prior management team, its lending and 
administrative practices, and its objectives. In concert with Dr. Pedde, 
he seemingly delighted in deconstructing Professor Nesi's international 
network in the U.S., Canada, and Mexico, and deriding the previous 
efforts of messrs. Florio and Guadagnini who were acknowledged Nesi 
lieutenants. 

Yet at the same time Dr. Sardelli raged about the "fat 
buffoon" who had no international experience and who appointed 
political cronies to positions of importance in the BNL network 
throughout the world, and particularly in New York. He openly criticized 
the new administration, and after a time it became obvious that he was 
not one of their men either. 

It remained therefore up to each branch manager to seek his 
own alliances with BNL Rome in order to protect his branch's interests. 
We in Atlanta solidified our ties directly to those individuals who were 
not ejected from the bank in the purge of the International Division, and 
simultaneously worked hard to understand Dr. Pedde's objectives and 
align our activities with his developing strategic designs. 

You will note that the initialization of concealment occurred 

h 

after Dr. Florio changed his directive to me regarding Iraq, at least three 
months after he had instructed me to proceed with the branch's CCC 
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activities there, as his Internationei Division was collapsing about him. 
The initial process was not designed to withhold information from'BNL 
Rome, for Rome was aware of our true exposure from a variety of 
sources, not the least of which was the asset report sent to New York, 
and to Rome, every ten days, and from the daily asset dnd liability 
reports for the' Atlanta branch which New York examined daily. 

Once Mr. Sardelli settled into his position in New York, he 
regularly poked and probed at our operations, and put pressure on us 
daily to alter the manner in which the branch has operated for the 
previous six years. He attempted to have us cease felatiohs 'with hiiany 
nud size companies that had been established customers of BNL Atlania 
since the branch's inception, and Originally promoted by the previous 
regional management officials, yet ha sought for us to 'land to . hew 
companies of similar size. He attempted initially to curtail our commodi- 
ty lending activities," and threatened to move them to BNL New York, 
under the responsibility of Albert Daiboch, an individual who did^not 
share the same rapport with the grain companies as Atlanta's Commodity 
oflteials. He sought to limit our travel to the southeSMem U.S., when he 
was plainly aware from existing documentation that we maintained 
relations with corporations and banking institutions nationwide, in 

i 

western and central Europe^ North Africa and the Middle East 
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In our conversations with various officials in Rome about 
our difficulties with Dr. Sardelli, we were advised and encouraged to 
strengthen our ties to Rome, "for Sardelli's reign will be short"; and so 
we oriented ourselves towards Rome, and kept Rome, rather than New 
York abreast of our activities. Dr. Sardelli was declared 'out of the loop' 
and it thus became necessary for us to mask our relations from Dr. 
Sardelli pending Rome's initiatives to replace him, for his volatility only 
jeopardized the relations we had established with the commodity 
merchants, the industrial multinationals, the overseas importers, and heir 
financial institutions. Accordingly, when the regional management 
auditors came to Atlanta to convert our records onto the Mantec 
accounting systems, BNL Atlanta had no choice but to conceal our 
complete activity from the eyes of Mr. Sardelli, much to the delight of 
BNL Rome, I might add, for now their official responsibility ended. 
Additionally, we were obliged to do the same when Or. Sardelli's auditor, 
Luigi Messere, came to our offices. Documentation which was altered 
and/or omitted from the branch's records was not intended to officially 
mislead Rome, but only Sardelli. 

Indeed, Rome officials (and in particular Mr. Monaco) were 
well aware of our activities in Iraq, but also in other countries. They were 
aware in a detailed manner of most of the transactions in which we were 
involved, for we obtained guidance from them in one form or another. 
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Once Sardeili's departure was effected, and Mr. Lombardi 
assigned to the area managership, an open flow of information to 
regional management commenced and the branch's activities were being 
brought into the open. Mr. Lombardi, in concert with BNL Rome 
officials, were again openly assisting us to bring order to much of the 
Atlanta branch's records and to obtain the necessary formal approvals 
from Rome. 

As you know, Mr Monaco and his team from Rome were in 
Baghdad at the same time as Paul vonWedel and I in 1 988, and as 
indicated by Mr. vonWedel and a colleague of Mr. Monaco, a 20 to 30 
minute dialogue between Ted Monaco and myself took place separately 
from vonWedel and Monaco's group. In this private dialogue, Monaco 
explained to me the purpose of his trip to Baghdad, which as I under- 
stood was to expeditiously re-negotiate old BNL • Rafidain debt, widi a 
view to then establishing new facilities in favor of Iraqi government 
financial institutions. 

I explained that vonWedel and I were in Iraq to discuss 
previous years CCC and related activity, to determine the extent of 
upcoming CCC allocations, and also to discuss with the Iraqi Central 
Bank its earlier proposal for BNL to provide selective project finance to 

i 

U.S.T and European multinationals engaged in the reconstruction of Iraq's 
infrastructure. I detailed in broad terms the level of commitment 
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expected by Markazi, and indicated that several government loan 
guarantee institutions lECGO, Exim, Coface, Sace, and Hermes) were all 
considering various projects which could potentially be interwoven into 
our financial arrangements. Monaco expressed exactly the same 
aspirations and asked that I keep him informed of the results of my 
meeting in Baghdad, which I did subsequently. 

Within the Atlanta branch, all employees were aware of the 

Iraqi loans. 

In Rome, the following departments were aware of the 
■ overall activity with Iraq: 

A. Correspondent banking division (area finanza) - unit 
responsible for relations with Middle Eastern and African banking 
institutions. 

Gian Maria Sartoretti 

Teodoro Monaco 

as well as several of their staff. 

Monaco in particular was completely aware of the extent of 
Atlanta's CCC lending, for over the years beginning in 1 985 in telephone 
conversations he was kept abreast of our annual CCC pilgrimages to 
Washington. He knew the general amounts which BNL Atlanta agreed to 

finance, and indeed encouraged me to proceed, for he time and again 
indicated that Iraqi approvals would eventually be forthcoming. 
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He was aware of overall extent of our MTL commitments, 
for he was apprised by me initially in Baghdad of Atlanta's negotiations, 
told me to develop the post Iran-lraq war reconstruction business, and 
indicated that he too was developing his lending activities along the 
same lines, but that he had several administrative hurdles to surmount 
in Rome before he could charge ahead. 

We had regular discussions regarding Atlanta's CCC activity 
and, as MTL business developed, conversations regarding those loans 
also. 

By 1 989, Monaco was instructing BNL's Italian branches to 
telephone the Atlanta office directly regarding Iraqi loans. Although 
Monaqo has contended that these referrals were for cash collateralized 
business only, this is not the case. Cash collateralized business .was 
being handled by BNL London, under Monaco's control. 

B. Multinational corporation lending division (area 
commercials) unit responsible for the 1000 largest corporations 
worldwide 

Ademaro Lanzara 
Carlo Salvatore 

These officials monitored relations with BNL Atlanta's 
multinational clientele and msit with these companies senior officers 
periodically at BNL Roma and also on occasion the these corporation's 
corporate headquarters. 
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On several occasions, the most senior executives of 
Continental Grain and Cargill visited messrs Lanzara and Salvatore and 
detailed the scope and breadth of their relations with BNL Atlanta. They 
met with no unusual remarks. 

On another occasion, Mr. Lanzara met with officials of 
Nestle, at the company's headquarters in Vevey, Switzerland. At that 
time, Lanzara received complete information regarding BNL Atlanta's 
activities on behalf of Nestle in Iraq. Lanzara called me shortly upon his 
return to express his thanks to us for having made his job at Nestle that 
much easier.. .for we had effectively established a positive reputation for 
BNL at Nestle. The Nestle loens were neither CCC nor MTL credits. 

They were unsecured one year credits to Iraq to facilitate 
the purchase of powdered milk and baby formula, amounting to an 
aggregate of more than USD 50 million. Lanzara was fully aware of 
these credits, and Others. 

C. credit division (area crediti) unit responsible for granting 
credits companies based overseas 

Dr. Carini 

Dr. Frattini 

As head of the credit area, it was Dr. Carini's role to host 
the visits 6f senior executives from overseas multinational corporations 
seeking to update the head office about their financial Ending. Thus on 
many occasions. Dr. Carini or his successor. Dr. Lupo met with the same 
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senior corporate executives who met with Drs. Lanzara and Salvatore. 
Here too, these executives have confirmed explaining to the area crediti 
officials the nature of their relationship with BNL Atlanta, at times in the 
same meeting or luncheon attended by are commerciale's officials. 

Or Frattini, a middle level officer specifically responsible for 
Atlanta's credit portfolio, saw the computer reports relating to the 
branch's exposure. 

This exposure was reflected erraticaliy, causing the head 
office inspection centre to question Frattini on numerous occasions 
' about Atlanta's activities. Frattini, who visited Atlanta and spentseveral 
weeks ^ere, understood that Atlanta was using its credit facilities for 
purposes and time periods other than those formally approved in Rome. 

Nonetheless, he continued to be one of Atlanta's strong 

supporters. 

Similar computer reports evidencing BNL Atlanta's exposure 
to correspondent banks was reviewed too by the Rome inspection 
centre, and Monaco was similarly queried about Atlanta's activities. 
Given his parallel strategy to support Iraq, his team worked with Atlanta 
officials to quel any suspicion in the inspection centre. 

D. office of the managing director 

Dr. Pedde 
Pietro Lombardi 
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Formerly the head of area crediti. Or. Pedde was appointed 
managing director after the initial political purges of 1 986 and 1 987, 
shortly after the Socialists under Bettino Craxi lost power in the Italian 
Parliament. 

Aware of Atlanta's shadow activities, through other sources, 
he provided immeasurable support for BNL Atlanta, in essence acting as 
the branch's protector. On occasions when I was in Rome on official 
visits, he would pull me aside for short periods, express his satisfaction 
with the manner in which the Iraqi business was progressing, and 
encourage me to continue our Iraqi activities, but with an emphasis on 
daveloping multi-national industrial cliants in Europe and North Aibeirica. 

Whenever my nemesis Or Sardeli in New York caused me 
difficulty in New York, he intervened to protect the branch and its 
activities. 

He discussed particulars with me about Atlanta's Iraqi 
lending, especially as it related to Italian clients, and asked that I liase 
confidentially with him as required through Pietro Lombardi, the man 
who ultimately replaced Dr. Sardelli in New York. 

As financing the Iraqi portfolio became too onerous a task 
for the Atlanta staff, it was through Pietro Lombardi to Dr. Pedde that 
I communicated our inability to continue our lending to Iraq in the same 
manner, stating that Rome would have to fund this activity directly from 
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Rome or from other units. I expressed the same sentiment to the Mr. Ali 
in Iraq, and before long both were proposing the removal of operations 
to a larger venue... the heart of the U.S. industrial belt... Chicago. 

After 04 aug 89, upon my immediate return to the US, I 
met with Pietro Lombardi in New York, who in essence looked at me and 
said, with the expression of an individual who had been -found out, "What 
are WE going to do?” ■ 

In that same meeting, Mr. Carlo Vecchi, the New York 
branch manager and^head of treasury operations for North America, 
said,"we knew what you were doing in Atlanta all along." I .was not 
aware until then that individuals in New York were also aware Of 
Atlanta's activities. ' 

While Rome officials were informed of my- aetivitios and 
somehow in liason with Baghdad, I felt that Or. Sardelli and New York 
branch officials were in the dark. Now I knew- otherwise. . 

E. New York regional management 

Carlo Vecchi 

Quirino di Mano 

Several officials of the comptrollers division 
Although Atlanta was careful not to disseminate information to Or. 
Sardelli's prea about the activities of ' BNL Atlanta (hence the need for 
shadow accounting) we were aware that Atlanta's activities in the 
money markets would come to the attention of New York's treasury 
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division, and indeed, our movements in the marketplace caused BNL 
New York's traders to become upset with us. Given the branch's need 
for substantial amounts of funds, it regularly squeezed New York, with 
its USD 7 billion portfolio, out of the money markets. Vecchi and his 
senior trader, Rino di Mano, called us to inquire on numerous occasions 
why, with only a USD 750 million portfolio, we were purchasing much 
larger amounts. 

4. DO YOU HAVE ANY REASON TO BELIEVE THAT ANY 
PART OF THE U.S., ITALIAN, OR U.K. GOVERNMENTS 
WERE AWARE OF THE CCC OR MTL LOANS TO IRAQ 
PRIOR TO THE BNL RAID ON AUGUST 4, 1989? 

I do believe that all three countries, the United States, Italy, 
and Great Britain were aware of the loans being extended by the Atlanta 
agency of BNL. First of all I am aware from the accounts offered by Paul 
Henderson, and the proceedings in Great Britain against him and others, 
that MI5 and MI6, were being furnished copies of all documents relating 
to our loans to Matrix Churchill. Moreover, I was informed by messrs Ali 
and Habobi that there were several individuals in the Matrix Churchill 
organization with contacts to British intelligence, and that Mr. Habobi's 
driver was an observer of TDG's activities for the English intelligence 
community. These facts did not seem to bother them, as I had 
mentioned in prior testimony. When I noted to Mr. Ali that U. S. 
intelligence figures appeared in the shadows of BNL Atlanta's customer 
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portfolia he shrugged, looked at me as if I were some sort of dtince-and 
stated that Iraq snd the U.S. worked very closely together. He therefore 
did not understand my expression of surprise. 

Also, in a brief conversation with Mr. Habobi's driver, when 
I was being taken to a restaurant or to my hotel, the driver stated that 
he had formerly worked for the British army and, although retired, was 
still obliquely involved with the British military by virtue of his current 
position. He spoke to me openly as if I too had some connection to 
western intelligence, which I thought peculiar. My general view after 
many such encounters and discussions was that Iraqi, Italian, British and 
U.S. intelligence services were fully aware and supported BNL Atlanta's 
activities. In addition, based upon my meetings with several of pur 
German customers involved in the MTL loans, I considered that German 
intelligence was also keeping updated on BNL Atlanta's affairs, but that 
there was little intelligence sharing on their part, unlike that taking place 
between the previously mentioned countries. 

As to the United States, I concluded that they must have 
been aware of our activities. Certainly, our loans to Russia and to Iraq, 
much of which was conducted by telex and telephone, should have been 
the subject of interception by U. S. authorities. In addition, the USOA 
officials, who received copies of ail documentation, should have been 
alerted to the considerable exposure BNL had to Iraq. The Commerce 
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Department aisp participated in the yearly negotiations for CCC 
allocations in Washington, which I attended. I believe tiiat the 
Commerce Department would have also been made aware as a result of 
the applications for export licenses required for these exports. 
Further,the awareness of the United States officials in Iraq of my 
presence, as well as statement by Wafai Dejani, led me to conclude that 
United States intelligence agencies and other United States officials were 
knowledgeable about our lending activities. 

It is my belief that many of the companies doing business 
with Iraq under the MTL loans program had relationships with 
intelligence services. Among these companies, were Lummus Crest, 
Bechtel, Hewlett Packard etc. I am also aware that William Muscarella 
of the XYZ Options was visited by CIA officials in connection with his 
activities to build a carbide plant in Iraq. Of course, the Committee is 
already familiar with the names Dale Toler, Chap Chandler and Charles 
Chidiac, all of whom represented themselves as being connected with 
U.S. intelligence services, and all of whom sought to do business under 
the MTL program. 
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5. DO YOU HAVE REASON TO BELIEVE tHAT THE 
COMMODITIES PURCHASED BY IRAQ WITH CCC- 
GUARANTEED LOANS WERE DELIVERED FOR MILITARY 
GOODS? 

I had no awareness at the time of the events that there may 
have been diversions. It is certainly not inconceivable that this was 
occurring. I have subsequently learned that a BNL executive in Italy 
acknowledged that such activities were taking place. 


6. WHAT IS YOUR KNOWLEDGE OF BNL'S RELATIONSHIP 
WITH KISSINGER ASSOCIATES? DID YOU HAVE 
CONTACT WITH KISSINGER ASSOCIATES? DIO YOU OR 
ANYONE ELSE AT BNL EVER DISCUSS THE CCC OR MTL 
LOANS TO IRAQ WITH KISSINGER ASSOCIATES? 

My initial awareness of Kissinger Associates involvement in 
these matters began at the time we commenced our relationship with 
LBS. As time progressed I became aware that Kissinger Associates was 
a component in many of the loans taking place. For example, Wafai 
Dejani had told me that Henry Kissinger was the architect of these loans 
as they related to U.S. foreign policy. I had attended a speech given by 
Mr. Kissinger in Venice to the International managers of BNL, and learned 
of his relationship as a member of the International Advisory Board of 
BNL. I also learned through conversations with the officials at LBS that 
Lawrence Eagleburger was associated with Kissinger Associates, which 
apparentIvLTCCOunted for his ability to accomplish many tasks on their 
behalf. Moreover, I was aware of the trips taken by Alan Stoga of 
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Kissinger Associates to see the Iraqis. This latter information was 
derived from individuals associated with the Iraqi-American Business 
Forum, who advised me that several officials of Kissinger Associates had 
travelled to Iraq to develop business relationships for their clients. 


7. PLEASE PROVIDE ANY COMMENTS YOU HAVE ON THE 
JUSTICE DEPARTMENT'S HANDUN6 OF THE BNL 
INVESTIGATION. WHY DID YOU WITHDRAW YOUR 
ORIGINAL PLEA AGREEMENT WITH THE JUSTICE 
DEPARTMENT? DO YOU HAVE ANY COMMENTS ON 
JUDGE LACEY'S BNL REPORT? 

In 1 992 I attempted to cooperate with the US Attorney's 

Office after pleading guilty. Some have asked why I plead guilty in 1992 

if I was indeed not guilty. There is a very simple explanation. I had been 

Jailed with no hope of bail in April 1992. I had been relegated to a 

Federal Defender to represent me in a very complicated case since I had 

no assets, and owed my prior counsel several hundred thousand dollars. 

My federal defender was not able to understand the case, having said to 

me after months of representation, “what is a letter of credH?" Feeling 

that it was likely under those circumstances that I might be convicted 

\. 

and face lengthy incarceration, I agreed at my attorney's request to 
plead guilty. 

I withdrew my original plea because I believed I hed been 
misled by the government. Again, from the outset of this incident, I had 
been led to believe by the Iraqis and BNL that there would be no criminal 
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proceedings against me. They had assured me that perhaps regulatory 
violations against the bank would be brought, but that I would not be in 
jeopardy of going to jail. When my federal defender persuaded me to 
enter my original guilty plea, I was under the impression that if I 
cooperated with the government, that I would receive a letter from them 
asking the court to downwardly depart from the Sentencing Guidelines. 
However, the government's attorneys didn't provide such a letter, and 
instead sought to have me imprisoned for life. It was then that my new 
counsel, sought to withdraw my plea. 

But for the persistence of Mr. Bobby Lee Cook, and the 
efforts by Judge Marvin Shoob, which led to the discovery of the CIA 
documents, I would have been sentenced to jail in September, 1992. 
The disclosure of exculpatory materials, led the government to agree to 
permit a withdrawal of my plea. It is worth noting that Mr. Simels' 
efforts led to the further disclosure that there were additional 
exculpatory materials in the possession of the government, which 
included the debriefings of Paul Henderson by the government's attorney 
prior to my indictment. 

My efforts at cooperation with the US Attorney's office 
were frustrated by their continued unwillingness to allow me to tall then 
the truth. They would pose a question, and when I began to tell them 
an answer which was inconsistent with their theory of the case, they 


33 



146 


I 


would either sat we're not interested, or you're lying. My then attorney 
kept pulling me out of the room and warning me to just say what they 
want to hear, so you can get them to write a letter seeking a downward 
departure in my sentence. I finally accepted this premise and limited my 
responses to say yes, you're right. 

It was obvious that the government team investigating the 
matter was wedded to a particular theory in part because they never 
looked at the most significant documents which had been at the bank 
I learned in the course of the debriefing that King & Spalding had limited 
their opportunity to review the files at the bank, and had kept the most 
important documents in their custody. Whenever I attempted to explain 
matters to them I would request specific documents, which they did pot 
have at their offices. They had to go to King & Spalding to obtain the 
requested documents. Indeed, it was only after Mr. Simels began to 
represent me that he wes able to compel King & Spalding to provide 
those documents to me to review. Although those files have been 
sanitized since 1989, I was able to reconstruct some of the most 
significant evidence pointing to BNL"s awereness of my activities. 

I csn only state that I was disappointed when I read Judge 
Lacey's report. No one could appreciate the complexity of this matter 
in the brief period of review he spent conducting his investigetion. 
Certainly he did not seek or obtain essential documents to an 
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understanding of this matter. His rejection of the premise that the 
Department of Justice and other United States agencies had attempted 
to cover up this nrratter is extraordinary to me. I believe that all of the 
BNL employees from Atlanta, who were interviewed by original BNL Task 
Force would tell you that any time they attempted to implicate BNL they 
were told that they were not telling the truth, or the subject was 
changed. Moreover, i believe that the Department of Justice officials 
that Judge Lacey interviewed had every reason to protect themselves in 
their statements to him, I further believe that had Judge Lacey pursued 
the information developed by Chairman Gonzalez and Chairman Rose he 
could not have reached the conclusions reflected in his report. 

8. PLEASE COMMENT ON THE ITALIAN GOVERNMENT'S 
USE OF BNL-ATLANTA TO FINANCE THE SALE OF 
MILITARY HARDWARE SUCH AS SIDEWINDER MISSILES 
AND ATTACK HELICOPTERS? 

The use of BNL Atlenta to finance the Sidewinder missiles 

was not surprising to me. It was one of several transactions routed 

through BNL Atlanta by the Italian military. While the instructions 

relating to the merchandise were often cryptic, I wes able to understand 

their significance. Indeed, the initial description on the Sidewinder 

» 

purchases did not refer to the commodity being purchased. It was only 
after several communications that I became aware that the purchase 
involved Sidewinder missiles. I initially believed that those purchases 
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were being made on behalf of NATO. However, I have learned from the 
recent Italian Senate proceedings that perhaps this missiles were 
destined to go elsewhere, and that the Italian Ministry of Defense cannot 
account for the location of all of the missiles ordered. 

The helicopter transaction was proposed to us, but rejected 
by me when it was determined that this was of military significance. 
The transaction subsequently was done by our Miami office. 


9. WHAT WAS YOUR KNOWLEDGE OF BNL'S RELATIONSHIP 
WITH THE BANK OF CREDIT AND COMMERCE 
INTERNATIONAL (BCCI)? 

There was a close relationship between Tariq Jamil and Mr. 
Vincenzino, commencing in 1 982*84. Mr. Jamil was the head of First 
American Bank Shares of Georgia, which I was told by Jamil was a part 
of BCCI. Jamil subsequently was transferred to BCCI London. We also 
regularly received funds to support our lending from, other BCCI 
branches. I was not familiar with the reason for this, and would refer 
you to Mela Maggi, who dealt directly with her counterparts at BCCI. 


36 
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IN$£Rt AT PAGE 20 

In Romi, thtt follewInQ departmcnU were awara of the overall activity 

with Iraq: 

A. Correspondent banking division (area finanza) • unit responsible for 
relations with Middle Eastern and African banking institutions. 

Gian Marla Sartoretti 

Teodoro Monaco 

as well as several of their staff. 

Monaco In particular was completely aware of the extent of Atlanta's 
CCC lending, for over the years beginning In 1 985 in telephone conversations he was 
kept abreast of our annual CCC pilgrimages to Vifashington. He knew the general 
amounts which BNL Atlanta agreed to finance, and indeed encouraged me to 
proceed, for he time and again Indicated that Iraqi approvals would eventually be 
forthcoming. 

He was aware of overall extent of our MTL commitments, for he was 
apprised by me initially in Baghdad of Atlanta's negotiations, told me to develop the 
poet Irao'lraq war reconstruction business, and indicated that he too was developing 
his lending aetivitias along the same lines, but that lie had several administrative 
hurdles to surmount in Rome before he could charge ahead. 

We had regular discussions regarding Atlanta's CCC activity end, as MTL 
business developed, conversations regarding those loans also. 

By 1 989, Monaco was Instructing BNL's Italian branches to telephone 
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th« Atlanta offiea dlraetly regarding Iraqi loana. Although Monaco haa contended that 
these referrals were for cash collaterallied business only, this ie not the case. Cash 
collateralized business was being handled by BNL London, under Monaco's control. 

B. MuMnatlonBl oorporatton lending division (area comnierciale) unit 

responsible for the 1000 largest corporations worldwide 

Ademaro Lanzara 
Carlo Salvatore 

These officials monitored relatiane with BNL Atlanta's multinational 
clientele and met with these companies senior officers periodically at BNL Rome and 
also on occasion the these corporation's corporate headquarters. 

On several occasione, the most senior executivea of Continental Grain 
and Cargill visited messrs Lanzara and Salvatore and detailed the scope and breadth 
of their relations with BNL Atlanta. They met with no unusual remarks. 

On another occasion, Mr. Lanzara met with officials of Nestle, at the 
company's headquarters in Vevey, Switzerland. At that tinw, Lanzara received 
complete Informatien regarding BNL Atlanta's activities on behalf of Nestle in Iraq. 
Lanzara called me shortly upon his return to express his thanks to us for having made 
his job at Nestle that much easier... for we had effectively establiehad a positive 
reputation for BNL at Nestle. The Nestle loans were neither CCC nor MTL credits. 

They were unsecured one year credits to Ira'q to facilitate the purchase 
of powdered milk and baby formula, amounting to an aggregate of more than USD 50 
million. Lanzara was fully aware of these credits, and others. 

C. credit division (area creditii unit responsible for granting credits 


companies based overseas 
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Dr. Pedde 
Pietro Lombardi 

Formerly the head of area credit!. Dr. Pedde waa appointed managing 
director after the Initial political purgea of 1986 and 1987, ahortly after the Socialiata 
under Bettino Craxi loot power in the Italian Parliament. 

Aware of Atianta'a ahadow activitlea, through other souroea, he provided 
Immeaaurabla aupport for BNL Atiante, In eaaence acting aa the branch'a protector. 
On oecaaiona when I waa in Rome on offioial viaita, he would pull me aaide for abort 
perloda, expreaa hia aatiafaotion with the manner in which the Iraqi buainaaa waa 
progreaaing, and encourage me to continue our Iraqi activitlea, but with an emphaaia 
on developing multi-national induatrial clienta In Europe and North America. 

Whanevar my nemaaia^ Dr. Sardelli, oaiiaad me difficulty in New York, 
he intervened to protect the branch and ita aotivitlea. 

He diacuaaed particulara with me about Atlanta'a Iraqi lending, aapecially 
«• it related to Italian olients, and aaked that I liase confidentially with him aa required 
through Pietro Lombardi, the man who ultimately replaced Dr. Sardelli in New York. 

Aa financing the Iraqi portfolio became too oneroua a taak for the Atlanta 
staff, it was through Pietro Lombardi to Dr. Pedde that I communicated our inability 
to continue our lending to Iraq in the same manner, stating that Rome would have to 
fund this activity directly from Rome or from other units. I expressed the same 
aentimant to the Mr. All in Iraq, and before long both were proposing the removai of 
operations to a larger venue... the heart of the U.8. Industrial belt... Chicago. 

After 04 aug 89, upon my Immediate return to the US, I met with Pietro 
Lombardi in New York, who in essence looked at me and said, with the expression of 
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■n individual who had baan found eut,”What ara WE going to do?* 

In that aama moating, Mr. Carlo Vacchi, tha Now York branch manager 
and head of traaeury operatlona for North America, aaid,"we knew what you were 
doing in Atlanta all along.* I waa net aware until then that indlviduala in New York 
were also aware of Atlanta's actMtieo. 

While Rome officials were informed of my activities and somehow in 
ilason with Baghdad. I felt that Dr. Sardelli and New York branch officials were in the 
dark. Now I knew otherwise. 

E. New York regional managemant 

Carlo Vacchi 

Quirino di Mono 

Several offiolals of the oomptrollers division 
Although Atlanta was careful not to disseminate information to Dr. Sardelii's area 
about the activities of BNL Atlenta (hence the need for shadow accounting) we ware 
aware that Atlanta’s activities In the money markets would come to the attention of 
New York's treasury division, end indeed, our movements In the marketplace caused 
BNL New York's traders to become upset with us. Given the branch's need for 
substantial amounts of funds, it regularly squeezed New York, with Its USD 7 billion 
portfolio, out of the money markets. Vacchi and his senior trader, Rino di Mono, called 
ue to Inquire on numerous oeeseions why, with only a USD 760 million portfolio, we 
were purchasing much larger amounts. 
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INSERT AT PAGE 21 


Al Haddid 
Telwar 
Poodllna 
Voaat Aopina 
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INSERT AT PA0E^4 

My attomty, Robert M. SImete, wee In contact with Mr. 
Perot. Mr. Perot eicpreaaed to Mr. Simela that he thoufiht that my pre- 
trial detention waa "un-Anterloan". Mr. Perot adviaed Mr. Simela that if 
ball would be aet In the case he waa prepared to aid in my release. 
However, although bail wai set by the court following these discussions, 
Mr. Perot offered no assistance. 
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RiKAZiDO I^TRIOMAMI 


January 31 « 1994 


lha Henerabla Hanry B. Oonsalaa 

u.s. Kottsa of Rapraaantatlvas 

Ceaalttaa on Bankingi Finanea and urban Affairs 

Ona Hundrad Third Cengrasa 

3129 Rayburn Bouao Offiea Building 

vraabington, D.C. 2091S>6090 

bedc VyU» % 

Xn tha Intaraat of oooparation with tha Connittaa on 
BanXing« Finanoa and Urban Affairs and as I hava alroady taatifiad 
at a public hearing bald by tha Italian Senator^l Invaatigation 
Connittaa on thia iaaua to tha aana affaot* lat ne anavar guaations 
in your lattars 

Tha list of tha naatings X attandad is as follows: 

Mareh a&« Itao 

I not with Hr» Robert Ross, Assistant to the Attorney deneral 
on March 21, 1990. Mr. Edward Dennis, Chief of tha Crininal 
Division, and his asslsteuit, Mr. Mark Richard wars also 
prasent at tha nesting. 

During this nesting X expressed tha oonoerns of tha xtalian 
Govamnsnt regarding tha possible indiotnent of BML as an 
institution (owned by tha Xtalian Treasury) . X said that wa 
all had great respect for tha Aneriean judicial systen and 
that we had no intention whatsoever of Interfering with the 
ongoing investigations. What did concern us was that the 
Bank, because of a fraud perpetrated by disloyal enployeas, 
had undergone huge losses and that an Indiotnent by the united 
States of the Bank rather than the perpetrators of the fraud. 
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without an qnpo^unity to bo hoard, would bo diffieult tor uo 
to undorotand and would bo adding inault to Injuryi 

Nr. Hobo askad why X oxproooed concorno rogardlng tho Bank'o 
Indletnont at this partloular point in tine, oopeolally in 
light of tho fact that no one had avon nantioned thia 
pooflibility. X raspondad that it sooaad guito pesBiblo that 
Drogoul and hio assooiatoo, in order to loooon their role in 
tho oituation, would attoapt to plaoo a portion ot tho 
rooponoibility on >NXi. 

Hr. Rosa obaarvad that it would bo normal that Drogoul ifould 
attanpt to dafand hinaalf through aaaigning blaaa to BNL. Ra 
oonoludad howovor by saying that wo could bo sure that tho 
Aaarican judicial ayston would continue to treat tho oaaa with 
tho naxinnn objectivity and inpartiality. 

Hareh t7, itfo 

X not with Abrahan doxaar, Legal Advisor to tho state 
Dapartnant. the Read ot the Italy Dash at the State 
Dopartnant alao attended tho nooting. 

Xn ay nooting with Judge Sofaar, l expressed tho sane coneams 
regarding BNL'o indietaant as X had in ay nooting with Hr. 
Hobo, underlining BML'o role as a viotia o( .. the fraud 
coanittad by Mr. Drogoul and his asaiatanta. 

NT. Sofaar, as NT. Ross, asked, as about tho reason of ay 
oonooms, and X responded as X had to Mr. Ross, that wo ware 
concerned that Drogoul's lawyers would put tho blaao on;BNL so 
as to laaaan or aaoapo personal roaponaibility in tho case. 

Sefaor answered by saying that ho had taken note of ay 
oonooms and suggaatod that «ro night wish to have tho lawyora 
of tho Bank contact tho Justice Dopartaont and that ho would 

2 
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bring eur oononrnn to tho attontlon of tho approprlato 
individuals. 

itaroh rt, itio 

Conversation with Attorney Oeneral (Dick) Richard Thornbourgh. 

During the course of a reception ^ at the White House 
conaenorating Elsenhower's birth, and at which approxlnately 
150 people were present, X had the oppiortunity to meet briefly 
Q and oasually with Attorney General Thornbourgh. On the 
occasion, I told Attorney General Thornbourgh of the steps 
that 1 had taken with his colleague, Kr. Ross, concerning bnl. 
My conversation with Hr. Thornbourgh only lasted a minute or 
two. Thornbourgh, without mentioning any epeoifios of the 
investigation, responded by saying that the guestion would be 
examined objectively end fairly. 

September it, isao, lioo PX 

I was accompanying a delegation from the Italian Senatorial 
Commission of Investigation, composed of Senator Carta, 
President of the Conmieelon. Prof. Zanelll and Dr. Di Raimo. 
In that occasion, we met with Mr. Urgenson, Head of the Fraud 
Division of the Department of Justice, as well as with other 
officials from the Department of Justice. Ms. McKenzie was 
■ also prSsent at the' meeting. The conversation was general in 
nature and conoarned the procedural aspeots of -the oabe. 
Senator Carta informed the , American official of the 
' obnstitutlbn of the investigation conoaittee of the Italian 
Senate, which he chaired, 'and said that be Would come back 
wit^ the entire commission late in 1990»^ 


Who in the Italian Government dlre'otad you to attend these 
meetings? 
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7ha dirtotox g«n«ral fox •oononlo affaixs at tha Kinlatxy of 
Foraign Affalra and tha diraotox of oablnat at tha sama 
Minlatxy. 

What was tha rasponse of U.S. officials to your suggestions on 
how to handle the BHL Investigation? 

I nade no suggestion on how the United States should handle 
the Investigation except as stated In response to question 1. 

Do you have any knowledge that the U.S., Italian, or U.K. . 
Governnenta were aware of bnl's ccc or htl loans to Iraq prior 
to the August 4, 1989 raid? Please list the person (s) that 
were aware of the loans and describe the extent of their 
knowledge. 

X have no knowledge In this regard. 

Do you have reason to believe that the commodities purchased 
by Iraq with CCC-guaranteed loans were diverted for military 
goods? Please explain. 

I do not have any reason to believe this. 

Please describe what you know about the Italian Government's 
use of BND-Atlanta to finance the sale of military hardware 
such as Sidewinder missiles and attack helicopters? 

I have no knowledge on this subject. 


with my best regards 


Rlnaldo Petrlgnanl 
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Luigi Sardelli’s Written Responses to Chairman Gonzalez’s Questions 



2. How would you describe the performance and quality of bank 
examiners assigned to the BNL-Atlanta examinations? 

If the reference is to BNL internal auditors (both domestic 
and foreign) I would define performance and quality as dismal or 
wanting or worse. 

As an immediate follow up to the Messere preliminary findings 
of September 1988 (which I had instructed him to send me by fax 
without waiting until the end of the inspection) I had directed one 
Lucio Constanti, BNL Rome chief inspector who was inspecting New 
York to go to Atlanta to audit the agency. His answer was that Mr. 
Pedde, the then Managing Director had instructed him to audit my 
expense account instead. Of course no improprieties (big, small or 
otherwise) could be found in my expenses. 

Constantini is the same person who claims that, ignoring my 
instructions, he omitted to deliver to Central Auditing Dept. -Rome 
the copy of my letter 10/3/88 addressed to Drogoul which was 
specifically earmarked for Central Auditing. 

Since my authority came from the Bank's Bylaws, Constantini 's 
lack of delivery amounted to gross negligence if not outright 
insubordination, unless, of course, he was instructed by the usual 
higher up to conveniently keep it in his pocket. 

On the other hand it certainly took the Fed a long time before 
they subjected to a real audit BNL North America. 

It was on January 14, 1993 that the Fed of N.Y. expressed the 
wish to interview me ”in connection with the ... ongoing 
investigation into the activities of BNL's Atlanta Office**. I 
immediately obliged, of course, although in all frankness I could 
not figure out why they had waited that long. 

I do not even know whether the NY State Banking Dept, of those 
days understood my problem, among numerous others represented by 
hundreds of accounts, which according to internal auditor reports 
had not been reconciled for years in the N.Y. Branch, not to 
mention close to $1 billion loans to Latin American countries 
meanwhile become ** non-performing*' and staff (including officers) 
improprieties . 



3. TO vliat oxtoat did BML-Vov York or BML-koao otfioiolo know about 
tho CoMOdity Crodit corporation (CCC) guaraatoad or aadiua tom 
loans (MTL'a) to Iraq? Ploaao list tho porsonCa) that had 
knovlodgo of tho loans, and dosoribo tho os^tont of thoir knovlodgo. 

I was generically aware that Atlanta had CCC business on its 
books steaming from transactions duly approved by BNL-Roaie. 

I do not recall anybody who was somebody in the BNL-Rome 
International Division of those days who was not boasting how 
instrumental he had been in handling or promoting that business 
since (so the story went) it was 98% guaranteed by the full faith 
and trust of the USA. As a loatter of fact they even wanted Los 
Angeles to embark into CCC business. 

To the best of my recollection, however, I never saw a 
proposal for new CCC transactions crossing my desk. As for the 
previous ones, lacking any indication of "irregularities" which 
were never brought to my attention I lived under the reasonable 
belief that whatever CCC transaction we had on the books had 
already been authorized by Rome. I had no knowledge of KTL's to 
Iraq. 

On September 30, 1993 I heard Mr. C. Drogoul testify under 
oath in the US District Court of Atlanta that he had been 
encoiiraged by or was in agreement with Messrs. Pedde, Florio, 
Guadagnini, Lombardi and Monoco (all of them BNL officers either 
from BNL-Rome or NY) to lend to Iraq. 

On a previous occasion (Jan/Feb. 89) while I was touring the 
Chicago area making business calls arranged by the local BNL 
manager who needed a booster from a professional banker and who was 
accompanying me, we visited with a local bank whose Chairman or 
President mentioned to us that BNL Atlanta particularly competitive 
in CCC transactions. I directed my BNL Chicago Mgr. to 
specifically include the information in the call report that it was 
his duty to %rrite to for Head Office Rome, which he did after some 
arm-twisting. Since I left BNL N.A. Area shortly thereafter, I 
never heard what Rome did with that information. 

At any rate, the information was reiterated to H.O. Rome in 
the course of my evaluation of Drogoul 's business performances for 
1988. What I did not know then is that, according to copies of 
documents appeared in the first printed volumes of the Italian 
Senate Committee that concluded its "works" on April 29, 1992, 
almost everybody in the BNL's foreign network (i.e. London, 
Toronto, Frankfurt, the Far East) knew Atlanta's "irregular" 
activity with Iraq and kept it from me. 

As for Toronto (i.e. BNL of Canada) the news that its General 
Manager was dealing with Drogoul in the case of the General Motors 
car supply to Iraq came as a big surprise to me since at that time 
(Jan. -April 1989 ) not only was I never the Deputy Chairman of BNL- 
Canada but I was its only Director empowered with the authority of 
rejecting a business proposition before it reached the full Board 
of Directors. 

Since BNL of Canada's G.M. was also sitting on its Board, 
keeping the information from me may have amounted to gross 
impropriety. 

Likewise for Rome. Aside from keeping for themselves the 
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information that C. Drogoul was touring the Middle East (another 
huge negligence), H.O. never uttered a word to me about the 
humongous financing that they were planning to put through Atlanta 
in order to accoiomodate the Daniele Group Udine (Italy) . 
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4. Do you bavo any raasoa to boliovo that nay part of tho U.8., 
Italian# or U.K. govomaonta woro awaro of tho CCC or MTL loans to 
Iraq prior to tho BHL raid on huguat 4, 1989? Ploaso oxplain. 

Recent published reports of the Italian Senate hearings on the 
BNL Atlanta scam attribute to Nr* G. De Michelis, the former 
Italian Minister of Foreign Affairs presently under investigation, 
statements the nature of which lead any reasonable person to 
believe that he may have known that some lending to Iraq was going 
on prior to August 4, 1989* 

According to the August 4, 1993 hearing of the present Italian 
Senate Committee, written transcripts covers the meeting between De 
Nichelis and Tarrik Aziz which took place in the immediate vicinity 
of Aug. 4, '89. On that occasion De Nichelis stated that only one 
loan to Iraq **had characteristics of irregularity**. He says now 
that the circumstances surrounding BNL's loan to Iraq present 
delicate aspects of Italian domestic politics; he did not 
elaborate. 

At the September 23, 1993 hearing, Mr. B. Bottai, Secretary 
General to the Italian Foreign Ministry stated, presumably 
referring to the Italian Embassy in Washington that **the behavior 
of the Embassy was the one suggested also by the Ministry of 
Treasury, ^ardian angel of BNL's. ** At any rate,** he continued, 
"it was in the interest of Italy that the responsibilities remained 
circumscribed to the Atlanta Agency". 

My reasons to believe that also the US and UK governments 
"were aware" stem exclusively from reports aired by the media or 
printed in the press, domestic and international. 
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5. Do you havo any raason to baliava that tha eommoditlaa purehaaad 
by Iraq vith CCC-guarantaad loans vers divarted for military goods? 
Plaasa aiqplain. 

None, except those derived from the reading of books and press 
reports that have extensively covered the subject matter. 
Something came on television too. 

Of course, the present Italian Senate Committee is also 
subjecting the matter to a certain degree of scrutiny. 
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€• What is your kaowlodgo of BML's rolationship vith Kissiagsr 
hssoeiatss? Did you bavo any contact with Kissinger hssooiatss? Did 
you or anyone else at BWL ever discuss the CCC or MTL loans to Iraq 
with Kissinger associates? 

I was not aware of the existence of Kissinger Associates until 
after I came back to the USA in July 1987 (my previous tenure as 
Co. Mgr. of BNL's NY Branch - then BNL's only office in the USA - 
had spanned from 1962 to 1974) . 

Until then I had been led by Mr. A. Florio to believe that the 
connection the bank had was solely with Dr. H. Kissinger who used 
to sit on the bank's International Advisory Board, later chaired by 
the late G. Carli, the Italian Minister of the Treasury at the time 
the Atlanta sceun was in full swing. 

I learned about Kissinger Associates and its members from the 
newspapers in N.Y. because to the best of my recollection, nobody 
at Kissinger Associates seemed to acknowledge that I had replaced 
Mr. Guadagnini. 

To be more specific, I do not believe they knew I existed 
until when (Feb. '89) I was asked by Pedde to contact a Mr. Stoga, 
whom I met. 

With hindsight, what I understood was that the bank was 
looking for space in Washington. Because Mr. B. Scoweroft had been 
appointed Military Advisor to Mr. G. Bush, the then newly-elected 
President of the USA, my mission must have been to sound out 
whether there would he a "vacant** room at Kissinger Associates 
Washington for a BNL officer to use. 

In all honesty I do not recall having even posed the question 
to Mr. Stoga since from the context of his remarks I must have come 
to the early conclusion that there would not be space available 
under any circumstance, a hunch that I must have conveyed to Mr. 
Pedde. 

I nevttr* cliaauss«d any loan wHa^aoavar In any Bliape or form to 
Iraq with Kissinger Associates or anybody else on earth. 

I did not know then of anybody else from BNL doing that. 
Kissinger Associates may have been led to believe that BNL's 
Regional Manager was still my predecessor and Atlanta was the 
mother branch of the USA BNL's Organization. 
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7. Please provide any comments you have on the Justice Department's 
handling of the BML investigation. Do you have any comments on 
Judge Lacey's BHL Report? 

A book’ has it that BNL's good fortune started on August 6 , 
1989 when its people were caused to bump into a criminal lawyer who 
was close to the prosecution. In addition, the "Di Vita Diaries'*, 
this monument to human stupidity^ leave the impression that no 
sooner the decision had been that the bank was a victim than it was 
proper for the prosecution to share any information with the people 
from BNL, its lawyers and the Italian Embassy who, according to the 
comments that a member of the prosecution task force offered to me 
on two occasions in Atlanta, had instituted daily contact with the 
Atlanta D.A. Office (see also page 242 "Progetto Babilonia" 
covering the height of the Italian Senate Telephone bill with 
Atlanta) , a circumstance never explored by the Italian Senators who 
seem to have been charged by themselves with "the responsibility of 
safeguarding the image of the Country" - hearing no. 13 - rather 
than understanding how it happened which was presumably the task 
the Italian Parliament gave them. 

This is not to say that BNL, as distinguished from some of its 
politically appointed, incompetent officers, was not a victim. 

As recent Italian events show, the whole Italian Banking 
system has been the victim of greedy political crooks who, over the 
last 10-15 years, were able to push aside professional bankers and 
make room for their appointees totally devoid of a culture that 
makes concepts like "risk assessment" and "risk control," some of 
the benchmarks real bankers measure themselves against. Some of 
them seem to have been totally devoid of any moral or legal 
compass. In connection with the now unfolding "Ferruzzi Group- 
Emimont" scandal, the former Chairman of one of Italy's very, very 
large banks is now a fugitive from the Italian justice. His 
deputy, still in office at the time the scandal was uncovered, is 
now in jail because of money that he took without having title to 
it. 


’Tonello, Fabrigio. Proaetto Babilonia . p. 196-7. Ed. Garzanti, 

1993. 


^As a footnote to the "Di Vito Diaries," it has to be mentioned 
that while BNL's lawyers were claiming on Sept. 29, 1992 in the 
Shoob Court in Atlanta that the "diaries" were covered by "lawyer- 
client privileges" and as such are not admissible in court, BNL 
chairmanship was simultaneously issuing a press report in Rome, 
Italy for the consimption of the Italian press that practically 
said of the Hon. Judge Shoob: "Why is this old goat making so much 
over "diaries" that have been under public eyes for months now? Is 
it for practical reasons?" Thus spoke Mr. Cantoni who may have 
conveniently forgot that he, like his predecessor Nesi, was 
appointed BNL's Chairman only because he was sponsored by one 
Bettino Craxi the then powerful boss of the Italian Socialist 
party, now (Bettino Craxi) either under criminal investigation or 
indictment. 
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To revert to Atlanta I found it anasing that people from the 
GAO had to travel to see me in 1991 to get from me the same 
information that I had given the Atlanta prosecutors in January 
1991, the first time ever that I was going to be deposed in 
Atlanta* 

The second time was idien, after being hastily invited by phone 
during the afternoon hours of Harch 18, 1991, I was asked by the 
prosecutors to return to Atlanta the next day to talk to some 
"Italian Gentlemen who were leaving town on March 19". Mobody ever 
explained to me the reason why my invitation was delayed to the 
very last minute unless they were hoping that I was out of tom. 

- The Atlanta prosecutors requested that I talk English. In 
turn I requested that the ensuing "information paper" be sulsmitted 
for my approval and signature before dissemination. 

It was only after a number of phone calls and several months 
later (end of February 1992) that the paper came back to me for my 
approval. It was full of so many inaccuracies I could barely 
recognize its content as mine. I sent it back with extensive 
corrections, large additions and a covering letter dated April 6, 
1992 which I still wonder whether the prosecutors liked. In fact 
I told them I did not like at all the way they had handled the 
whole matter. 

It also turned out that on March 19, 1991, unknom to me, I 
had been "present" in Atlanta under the terms of a Commission dated 
June 26, 1990 No. 15859/89C" the existence of which (but not its 
contents) was brought to my knowledge only in February 1992, almost 
one year after I had been deposed. 

I have always been under the professional impression that in 
Jul./Aug. '88 it would not have been too difficult to discover what 
was going on in Atlanta without resorting to granting immunity to 
anybody which in my opinion was the first and lasting factor in the 
prosecutor's decision to single out Drogoul as the one and only 
main player in the scam. 

I also thought that given the existence of a "Treaty of Mutual 
Assistance in Criminal Matters between Italy and USA" dated Nov. 9, 
1982 it would have been more appropriate for the USA prosecutors to 
immediately conduct their own Italian equivalent. 

If by any chance the latter had been magistrates of the 
quality of Saverio Borrelli, Felice Casson, Antonio D. Pietro and 
the five other heroes of the Italian Judiciary still alive it may 
very well be that the matter would have been resolved some time 
ago, with a different or more comprehensible ending. 

Talking about which, things get really complicated. 

In January 1991 idien my presence was first requested in Atlanta, 
Ns. Gale McKenzie, Asst. US Attorney, told me that I had never been 
the target of an investigation, I did not need a lawyer and, had 
BNL left me in N.Y. , there would not have been any need for the FBI 
to uncover the scam because Mr. Sardelli was on the right track. 
That's what she told me, adding that because of the way I was 
handling myself I could still enjoy, regardless of age, 15 more 
years of professional life. Moreover, come September 14, 1992, 
during Mr. C. Drogoul 's first aborted sentence hearing, the Ron. 
Judge Marvin H. Shoob inquired with the prosecution whether the 
court could have relied on the findings of the "Italian 
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Parliamentary Committee on the case of the Atlanta Branch of BNL 
and its connections'* published on April 22 , 1992. 

The prosecutor's answer, which I considered a forensic 
masterpiece was 

I am not sure it's the same one that I have. I have seen 
nothing in the two reports that I have, I have not seen 
any fact that is in any way inconsistent with anything 
that our task force has found. 

In answer to the court's question on whether the court 
should or can rely on its conclusions, I am not sure what 
those conclusions are, but I would say, no, I don't know 
what their methodology was, I don't know what their 
policies are that caused this report to be written, and 
I don't know what facts they based their conclusions on. 

If there is some fact that is in the report that the 
court feels has not been addressed by the government, let 
us know, and we will tell you. (page 16 of the Court 
transcript of 9/14/92): 


But come September 29, 1992 Mr. Drogoul's defense lawyer after 
having duly subpoenaed me, calls me to the stand and although my 
sworn testimony is no different from those I gave in Atlanta in 
January and March '91 and in New York to the Italian Senators, I am 
not sure that the prosecution liked it (to be fair it seems like 
much less the testimony given by Mr. Drogoul on the same and 
subsequent and-again, under oath, again implicating, as in the 
past, everybody except Mr. Sardelli - although it was no different 
from previous testimony given to the prosecutor, the Italian 
Senators and press interviews to newspapers who cared enough to 
start venting the truth) . 

As we all know, in order to quash Judge Shoob's and public 
opinion's cry that a special prosecutor should be appointed, the 
then A.G. William P. Barr on Oct. 16, '92 appointed an independent 
counsel instead, in the person of Judge Frederick B. Lacey who was 
then conveniently given a December 8, 1992 deadline to report his 
findings (we all know that in all cases of this nature deadlines 
are almost always meant as an insurance policy against truths that 
having always been there in the first place will only be let 
surface at a future time when they can do no harm) . Ignoring and 
revising his forensic stand of September 14, 1992 the prosecutor on 
Dec. 1, 1992 supplied Mr. Lacey with a memorandum almost 
exclusively based on the Italian Parliamentary Commission report, 
the original version of which contains unexpurgated garbage vastly 
comprised of false testimony under oath that were, not so 
curiously, let go unchallenged by the chairman of the committee and 
his associates, for political when not personal reasons, primarily 
represented, when the latter was the case, by their need to save 
their political friends like Nesi and Pedde from the scrutiny of 
"Operazione Mani Pulite," just begun. 

Little did the Atlanta prosecutor and Mr. F. Lacey know (or 
didn't they?) that on April 6, 1992 (i.e. before April 20, 92, the 
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day the by now ** Senators no nore" had disposed their "report" of an 
unfinished investigation, the whole Chairmanship (that is Chairman 
and Vice Chairman) and many of the Senators who comprised the 
original Committee had been voted out of office by the outraged 
Italian people who had not at all liked the Committee joggling and 
discarding "conclusions" for three months so that they could have 
issued the one most important self-serving and convenient to their 
friends, political or otherwise. Even the Atlanta prosecutors 
admitted there was more than one version of the same report* 

Little did they Icnow, as rumors had it in Italy, the task of 
the first Italian Senate fact-finding committee was to identify 
what evidence (if any) potentially damaging to Nesi, Pedde and 
their acolytes did future key witnesses have in their hands so that 
the Committee would publish it. In the process the old people from 
the bank would see it, contradict the evidence by fabricating 
whatever lie was necessary which would then go unchallenged by the 
Committee. 

Those were the rumors except that the net result was extremely 
close to the scenario. 

Never was the Committee, both in its original fact-finding and 
subsequent investigative version allowed to shed its tribal 
vestige: Chaired by a Sardinian, to protect Pedde, a Ssurdinian 
self-proclaimed cousin of F. Cossiga, a Sardinian who, at that time 
was also the President of the Italian Republic. 

To foreign minds, coming from the same region or county may 
not be relevant. But when F. Cossiga, then still in office, goes 
on television and states "We Sardinians come from a culture of 
bandits" even skeptic Italians are stunned by the undignified 
utterance. 

It makes one come to the conclusion that, lest the truth is 
manipulated against you, caution (even reticence) is in order when 
dealing with these people. When I rendered my testimony under oath 

in in January 1991 ^ha jury waa on t:lia verga ot clapping 

hands and if there was a recording system in operation the sound 
should still be there (requested verbally to supply a copy of my 
testimony, if legally allowable, the Atlanta prosecutor never 
bothered to give me an answer) . 

I leave it to anybody's judgement whether I can be subjected 
to anybody's intimidation when I am telling the truth to juries, 
judges or duly elected representatives of the people.’ 


’Sadly, BNL, with the help of INPS (the Italian Social Security 
equivalent and one of BNL's main shareholders, with a seat on its 
Board of Directors where the "Atlanta scam" has been closely 
followed) have tried to harass and intimidate me by withholding 
payment of pension money lawfully owed me, as two Italian Courts 
have already determined. 

By stark contrast, BNL and INPS do not appear to have followed 
the same coxirse of action in the case of N.Nesi and G. Pedde## 
although both were investigated and/or indicted for the "Luchair 
(Iran) Affair" and the "Atlanta scam," with Pedde## sentenced to a 
4 year jail term for the "Luchair (Iran) Affair" whereas Nesi is 
still being tried on appeal by the prosecution. 
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How sad it is to notice instead that the prosecutors chose to 
ignore the conclusions that their Italian equivalent had reached 
while in the U.S.; conclusions that represent a tribute to the 
latter institutions, observations and striking clarity of 
judgement, as proved by their concise written report. 

In fact, on May 30, 1991, on the basis of what they had heard 
and seen during their March 15-19 stay in Atlanta, the Italian 
Investigative and Prosecution Teams by whom I had been deposed on 
the 19th in Atlanta under the unknown to me, the Commission 
#15859 /89C of June 26, 1990 (an investigative team comprised of the 
renowned Italian "Guardia di Finanza", in charge of detecting 
financial malfeasance in Italy) did not wait for the signed 
statement of the deposition I had rendered on March 19, 1991. 
Although I spoke in English, they, contrary to the U.S. Prosecutor, 
understood extremely well the nature of my testimony and after the 
testimony of L. Messere at Alias, the conversation they had with 
Gale McKenzie, the documents they were allowed to peruse (which I 
must say they perused much more intelligently and meticulously than 
other prosecutors) the information they were able to access and 
assess in the USA and Italy, they suggested to the Italian Criminal 
Prosecutor that in addition to: 

-Neris Nesi -former BNL Chairman and 
-Giaesmo Pedde-Former BNL Managing Director, 
that the following people also be criminally investigated: 
-Christopher Drogoul 

-Louise Messere, the N.Y. Branch Internal Auditor 
-Umberto D'Addosio (one of the present BNL Mg. Dir.'s) 
-Graziano Sartori (presently keeper of BNL books) 

-Lucio Constantin!, the then Rome Chief Inspector. 

The Italian investigators expressed either disbelief that nobody at 
BNL Rome knew, or s\irprise at the many material oversights that 
they claimed the Atlanta prosecutors had inquired into. They also 
questioned some of the monitoring practices of the Bank of Italy. 

In the same report, "Guardia di Finanza” wrote: **Dr. Sardelli 
looks like the only incisive element of contrast in a diffuse 
evaluation of irregularities and lack of discipline which permeated 
the banking operating activity of all the areas of his competence". 

These are the people who, living in the country that produced 
the Renaissance Man, are able in real life to distinguish him from 
other characters like the Machiavellis, Borpias and Maramaldos when 
influence on the present Italian environment may constitute a big 
unknown to foreign minds. 

One is left to wonder what the attitude would have been of the 
Italian Control Authority whose then N.Y. Representative I had made 
privy to the problems I was dealing with in July 1988, had not a 
relative of its then Governor been an officer (together with a 
platoon of other "important people" relatives) of BNL N.Y., posing 
as the owner thereof. The Atlanta prosecutors did not seem 
particularly interested in the findings of "Guardia di Finanza", 
strangely, and suddenly siding with the Italian Senators who, being 
in those days covered by the unfortunate "impunity" provisions of 
the Italian Constitution could with impunity make up with character 
assassination what was lacking in real investigative expertise and 
logic. 
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One wonders: Weren't they sitting in the Italian Paqrliament 
when so many of their colleagues move under investigation or 
indictment were ripping off Italy? 

It is evident that although being the truth, all the truth and 
nothing else but the truth, my sworn testimony of Sept. 29, 1992 
given in Atlanta to the Hon. Judge Marvin S. Shoob may have 
contributed to the collapse of the house of cards into which the 
prosecutors, during a period of over three years had matured the 
unsustainable theory that Drogoul was the only perpetrator of the 
scam. Has it because they are only human that, although on October 
5, 1992, a court of law had determined that I was the only 
"Straight Shooter" at BNL (a judgement reiterated on August 23, 
1993) the defeated prosecutors whom time and time again I had 
offered my availability to help or sift through papers in Italian, 
chose to characterize me as "a disgnmtled employee"? 

Those prosecutors are wrong: utterly. I am simply a top 
echelon banker (March '89 BNL Mgt. Chart enclosed-Doc. D, with 
alphabetical order repositioned only to speed up identification) , 
also a former Fullbright scholarship winner ^ tdio is absolutely 
furious the sacking of his country of birth at the hand of 
political crooks, their incompetent appointees, the political 
protectors of the latter who may escape the "goal" where they 
belong also thanks to the qualifications or lack thereof of 
prosecutors who are certainly able to convince a judge to give a 
three year term to a thief but not thoroughly equipped to bring to 
justice the perpetrators of an international, multibillion dollar 
scam because of its ramifications, complexity, personalities, power 
games, denials, cultures, testimony of witnesses of countries where 
lying under oath is not such a big deal after all, not to mention 
the action of secret services and the interest of death merchants. 

It has to be hoped that anywhere on earth prosecutors revert 
back to the old habit of making a name for themselves by bringing 
to justice any criminal, no matter what his station in life, rather 
than by getting cozy with the rich and the powerful or their 
friends. 

In a case I know of, in order to minimize the man's visibility, 
the prosecutor led a court of law to believe that the man was on 
the verge of a financial disaster unless he found some however 
questionable consulting business. All the prosecutors had to do 
what was asked for his 1040; they would have realized that in 
addition to being very comfortable financially, he was still 
covering a number of well-paid positions in the BNL organization in 
the USA and Canada. 

True that on a somnolent Friday afternoon of late August 1992 
(a period of time during which almost all 56 million Italians who 
inhabit Italy are on vacation) an aging chief criminal prosecutor 
dropped in Italy all charges against N. Nesi, G. Pedde, L* 
Constantini, U.D'Aoldosio, G. Sartori and L. Messers, subject to 
revival, if circumstances warranted. The Italian press, however, 
was not at sleep yet and noticed: 

1) Some of the charges had become moot because of intervening 

amnesties (they still use King's "justice" tools in Italy) • 
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2) the **rationale** of the order was an insult to hioman 
intelligence: Since the men had done almost everything as 
charged, the prosecutor could not pursue the matter any 
further because of lack of corroboration (yet he never 
explained anybody the reasons why, having waited for so many 
years he was now, end of August 1992, no longer in the 
position to wait a little longer before dismissing the 
charges, until the end of the Drogoul trial, then in full 
swing, where Drogoul had already made people aware (the 
Italian Senators in April 1992, the Italian press in May 1992 
and the Atlanta Court) he would have exposed his truth. 

3) he, the Italian prosecutor, lacked corroboration because of 
the many difficulties encountered, ** accentuated by the 
objectively non-exhaustive cooperation afforded by the Atlanta 
Federal Prosecutor** who claimed that because of the impending 
Atlanta trials was not in the position to satisfy all 
investigative exigencies submitted by the Italian prosecutor. 

In almost all matters Italian, simplicity is like the fire 

bird: Hard to find. 

The Italian prosecutor was able to issue his order when 
already out of office, simply because of the complicity of a 
disgraced socialist minister of justice who himself escaped jail 
because of the •• impunity** provision of the Italian Constitution. 
Now that he is no more a member of parliament, let alone a minister 
(**of Justice**!!!? or was it, like in other countries we know, **of 
justice obstruction**?) hope has sprung again that he will go to 
jail. 

What did Mr.Martelli (the minister) do? In June '92 he 
prolonged by two years the mandatory age (70 yrs.) of retirement of 
all Italian Prosecutors. Who was about to reach 70? Only two of 
them, one of whom, Mr. Giniceandrea , extensively credited ioudlv in 
public , without any consequences, of the task of keeping the lid on 
the Italian investigation of the Atlanta scam of which he was the 
ultimate Judge and Jury. Since he was also sitting on the 
investigation of the infamous crimes of the **Bologne railway 
station** (1981) Propaganda 2 (P2) Lodge (1981) the downing of an 
Italian airliner (1979?) over the Italian soil, actually the 
executive order was dubbed **Guidiceandrea Decree**. 

In Italy, for executive orders to stand they must be converted 
into law by the full Parliament who in this case refused to budge. 

Unfortunately, however, although executive orders can be voted 
down within 90 days, the decisions made in the meanwhile can't be 
rolled back. So, case dropped in Italy, at least for the time 
being. 

What is refreshing to know is that Mr. Guidiceandrea , together 
with the then socialist Minister of Finance, are under 
investigation for usage of public property without the 
consideration (more clearly, the former was inhabiting one of the 
most prestigious Roman apartments, for a rent of $100-a-month . with 
the blessing of the latter, one Ms. Formica; the apartment is owned 
by the taxpayers. 

in t:tie end, ^tie Italian Senators found tne way of letting 
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people believe I have a very bad temper. Which is indeed true. 
However, I was surprised to Icnow that they were able to experience 
directly the manifestation thereof. 

You see. Nr. Chairman, ever since I was a boy a very 
uncompromising father trained me to be furious at fascists, 
communists, crooks, people who although incompetent feel that 
everything is owed them because of the name they wear or the boss 
whom they report to. Well I leave it to the Senators to take their 
pick because, other than that I seem to be a very sweet man, 
judging from testimonials of date unimpeachable, as witnessed by 
one of them enclosed (Doc E) . 

I believe the zenith of ridicule must have been reached in the 
Shoob Courtroom on Sept. 29, 1992 when the prosecutor was trying to 
convince me on the stand (and evidently Judge Shoob) that although 
one of my letters in Italian said something which had been even 
aclcnowledged by the Auditors of the Bank of Italy, in reality 
either I did not mean it or worse, I meant something else. 

History can't be rewritten. at the end of November 1988, 
after the ill-fated visit to N.Y. of N. Nesi (July 88) and G. Pedde 
(October 88) none other than the Chairman of BNL International 
Advisory Board came to N.Y. and wanted to talk to me. 

He told me that "these two people had developed such dislike 
for each other that they were at each other's throat every day". 

He added that because of the reputation and regard that I 
enjoyed with BNL's grass roots (the people who had broken their 
backs to propel into first place in Italy a bank that was born in 
1913 in the rural recesses of the country) and the high opinion in 
idiich both Nesi and Pedde seemed to hold me in those days, it would 
be in the best interest of BNL if I were to find a way to tell them 
to stop acting like infants. 

In turn I told him that unfortunately I could not be of any 
further assistance since I felt I was already on my way out due to 
unrecono liable differaneas with Nasi, Padda and thair hand-pickad 

cohort of barbarians. 

As for the "Lacey Report" I have no comments. Let's face it: 
who am I to take issue with the judgement of the distinguished 
Chairman from Texas or the brilliant penmanship of a renowned N.Y. 
Times columnist? 

Certainly in the world of the banks I know, many things that 
Mr. Lacey finds hard to believe do happen. He would be surprised 
how many additional things Italian banks do. 

However, given the qualifications he claims he has, I in turn 
find it difficult to believe that he may have been taken for a 
ride. 

Surely, in his infinite wisdom. Nr. Lacey was under no 
obligation to interview me to make double sure that he got 
everything straight, including his act. 

Had he chosen to do so, I might have told him that, during the 
last months of my tenure as BNL's Regional Ngr. in NY I had 
developed the hunch that by reporting to Pedde, in all actuality I 
was reporting to the enemy within. Iiet's face it, in addition to 
whatever I was feeding central Auditing Dept, and himself on C. 
Drogoul with, I wrote to him that according to Mantec's Chairman (a 
publicly held company whose stocks were listed on the N.Y. Stock 


\ 
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Exchange) the aan in charge of Administration at BNL NY was 
Purposely delaying the implementation of BNL NY's Electronic Data 
Processing System: To no avail . 

-I %rrote to him that according to NY Auditor's reports there were 
in the NY Branch hundreds of accounts that had not been reconciled 
for years: To, tlQ avail > 

-I %nrote to him that the horde of BNL personal that he had sent to 
NY was behaving in a manner that could have exposed the Bank to 
serious penalties since the USA are not Italy: To no avail . 

-I wrote to him that BNL Officers in NY were granting themselves 
loans from BNL and some of them were not paying interest either: To 
DQ -flYail* 

%rrote to him that our Rate of Return was dismal, officers were 
scratching their bellies rather than producing or securing 
business, we could have doubled our profit by outplacing 85% of the 
workforce, officers were tmderselling bank's assets 50 cents to the 
dollar: T9 no 

-The Chairman of BNL's Canadian affiliate had submitted his report 
to BNL Rome according to which the affiliate's previous G.N. had 
been grossly negligent in granting loans that had turned out to be 
total losses to the bank: To no avail , except that Pedde handpicked 
that Gen. Mgr, promoted him and sent him to manage an important BNL 
foreign Branch. 

-I %irote to him that BNL officers were postponing without authority 
matiirities of loans that had turned to be losses to the bank: To no 
avail . 

-I wote to him that, according to the way that NY Money Center 
Banks were treating us it looked like we were the boys that were 
supposed to swallow any deal that they cared to dump on us, however 
dismal or inadequately our profit would be or greater our risk, and 
refrain from speaking: To no avail . 

I could have told Mr. Lacey but he never asked. On the other 
hand, the Italian Senators whom I told the same thing though that 
they were **non pertinent personalisms". 

I always wonder why, having adopted an attitude familiar to 
godfathers they did not rate my remarks as not pardonable. 

I might have also suggested Mr. Lacey that he gave a closer 
look to the so called "ratification" by BNL of the Iraqi loans (the 
Geneva agreement of 1990) . 

You see, in Italy when a M.D., a G.M., a member of the Board 
of Auditors (the latter being an official body covered in Italy by 
the company's by-laws because it is first of all made mandatory) or 
anybody who has that responsibility, signs a financial statement 
that turns out to be false, it is almost irrelevant whether he 
signed it knowing or not knowing that it was false. 

For the law he is potentially and criminally guilty under a 
proviso that is known in Italy as "objective responsibility". 

Now, did the people from BNL "ratify" the loans to cover 
themselves from "objective responsibility"? 

Besides, had the Gulf War not happened, wouldn't BNL have 
stood nearby to harvest a crop of money (Di Vito's Diaries "docet": 
Commissions up to 8%) thus making of Drogoul an overnight hero? 
After all, Mr. De Michelis said that only one of the loans to Iraq 
had "characteristics of irregularities". 
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And by the way, did anybody look into the possibility ("absit 
iniuria verbis** or **Howy soit qui mol y peuse**) that, as the 
Italian press extensively rumored in those days, kickbacks may have 
resulted from the **ratification**? 

Talking about the press, did Mr. Lacey know that one of the 
most respected Italian magazines (**Business Week** equivalent **I1 
Hondo**) in January, 1991, before the USA went to war against Iraq, 
published my picture next to Gen. N. Schwartzkopf 's claiming that 
had BNL heeded my warnings, the good General would now begin to 
fight Iraq minus $5 billion in weapons? As we all know, Mr. 
Chairman the figure was a bit exaggerated. I can tell you that 
nothing else in that article was. 

I may be wrong but to me it looks like Mr. Lacey and the 
Atlanta prosecutors adopted the same attitude displayed by Pedde: 
They were selective readers and listeners. 

By contrast, good bankers try to read everything that is 
meaningful . 

Let's hope that the demand for their services which has given 
extremely thin during the last 15-20 yrs. goes up to more decent 
levels • 
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•• FlMStt ooBBMit on th« Italiaii gov«nai«iit^8 us8 of BHL-Jktlanta to 
fiaoBoo tho oalo of military bardwaro aueli as sidowiador aissilos 
aad attack holieoptors. 

To the best of my recollection I did not have any knowledge of 
the sidewinder transactions until I read about them in press 
exports or transcripts of the current Italian Senate committee 
hearing. 

The contents of hearing transcripts # 12-13-14-15-16 make 
interesting reading, with the names of Messrs. Drogoul and 
Vincenzino among others continuing to surface whereas one of the 
Senators wonders loudly whether Mr. Vincenzino is a US intelligence 
agent. 

It has come as a surprise to me that Mr. Drogoul, in 
corresponding with the Italian Military Air Force attache in 
Washington D.C. used to send a copy of the correspondence to Mr. 
Vincenzino at BNL-New York (Hearing #12; August 4, 1993). Not to 
me. Seemingly this was taking place between March 1988 and July 
1989. Since I never instructed Drogoul to follow that or any other 
procedure nor did Mr. Vincenzino ever bother telling me about it or 
the relative transactions, I wonder who told the two gentlemen to 
liaise on the Sidewinder supply (or spare parts thereof) . 

While still at a desk job at H.O. Rome, Mr. Vincenzino was 
accompanying to Washington D.C* managers of the Italian Defense 
Department. 



176 


9 . What is your hnovladga of BNL'a ralationship with tho Bank of 
cradit and Conmaroa Intarnational (BCCZ)? 

As for a connection between BNL and BCCI I will say a 
distinction is in order between BNL as an institution and BNL's 
people who had a penchant for shadcy deals. 

On December 25 (i.e. the twenty-fifth day of December) 1975 
when I was G* Pedde's deputy in Geneva I was approached by Prof. A. 
Ferrari, his mentor and the then BNL's Managing Director who had to 
resign in shame in 1981 because of his affiliation with Lodge P2 an 
illegal lodge in Italy (still under criminal investigation after 12 
years) the existence of which so much shame, sorrow and death has 
befallen on that most unfortunate country. 

On account of my foreign experience which by then already 
spanned over 14 years, Ferrari asked me to go to the Gulf area, 
specifically the Emirates, Iman, and whatever was left of Beirut, 
Lebanon to explore the possibility that BNL plant there a merchant 
bank in partnership, as he put it, with a group of BNL friends. 

I toured the area for one month and when I reported back to 
Ferrari I informed him that of the people whom I had met were his 
friends (Pakistani nationals connected to BCCI) I was the wrong man 
to lead the joint venture and he, Ferrari, and to look someplace 
else for a different man. 

I understand later that in order to be close to the same 
people, Ferrari and A* Florio (a man Ferrari had handpicked to 
become the next boss of BNL's International Division) were 
organizing a BNL financial affiliate in Luxembourg, which I had no 
part whatsoever into. 

According to G. Pedde's testimony to the Italian Senate in 
January 1991, their affiliate **almost exhausted at one point BNL's 
borrowing capacity from the market". Nobody was fired. Not 
surprisingly Luxembourg had been chosen by the Italian Socialists 
as the place of incorporation of their "Bank** where most of t:he big 
kickbacks were stashed away. 

Since Ferrari was a close friend of R. Calvi's, the Chairman 
of the Board of Banco Ammesiano who has suicided under the Black 
Friar's Bridge in London (I believe in 1981), he, assisted by A. 
Florio, was able to put on the books of BNL's affiliate 
"Capitalfin" (a company organized with the Italian "elite" like 
Banco Abrosiano) deals that invariably lost money. Only BNL's. In 
those days "Capitalfin" was managed by Ferrari 's handpicked 
president A. Caloni who then went on to replace Msgr. Marcinkus (a 
friend of M. Simolema's and R. Calvi) at the helm of the Vatican 
Bank, presently the subject of an Italian "Rogatory" for 
channelling money allegedly used for political kickbacks. Other 
than that it has to be said that the relationship with BCCI and 
people like Garth Pharaon and Marc Rich were exclusive domain of A. 
Ferrari, A. Florio and A. Conzara. 

The "Di Vito Diaries" mention (August 5, 1991) that Banque de 
Commerce et du Placements-Geneva, Switzerland (the president of 
which used to be Zurich BNL's Lavoro Bank A.G.'s President A. 
Hortman) , was previously owned by ENI Rome. 

ENI's foreign subsidiaries were usually managed by one F. 
Fiorissi who later went on his own to land in jail, according to 
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published reports. 

Domestically, Enimont, Milan landed in the newspapers when 
people like R. Gardini and Cagliari committed suicide (or so the 
story vent) over the Ferruzzi Group involvement in "Operazione Mani 
Pulite** (Clean Hands Operations) • 

Another BNL relationship closely followed by A. Florio, A. 
Lanzara, G. Sartoretti and A. Costa was B.A.I.I.'s, also to be 
found in the **Di Vito Diaries'*. 
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‘ Acts of Parliament 204 Senate of the Republic 
X Legislature - Bills and Reports - Documents 

20. ^L'^BOASO^bF biSSCTORS JANtlARY 7, '^98«* RZS^OTZOH.i 

ibn Jaitbar^ 7«^198i^r the BKL Board of Directors passed a 
resolution In re'ac€ion to the [the Atlanta affair]. The Board 
decided to restructure the functions and authority or the North and 
Central American Area Management to "avoid overlapping in the 
bank's foreign structures and to enhance coordination between 
strategic choices and market development for the entire BNL Group." 
(See document 49, report to the Board of Directors, January 7, 1988 
meeting. ) 

^is change was meant to be experimental (therefore subject to 
change) with a view toward expansion into other existing or future 
Areas. 


A resolution to create the North and Central American Area was 
passed by the Board of Directors on September 9, 1981. The 
geographical area was limited to the US, Canada and Mexico. Th4 
Board also set restrictions for the Area Management on authority to 
issue credit in the branches operating in these areas. (Later, on 
10/21/82 the Board of Directors further specified functions and 
responsibilities. ) 


pha January 7, 1988 resolution established: 

a. Responsibility and Authority. ^ 

North and Cantral Amarican Area Managan^t fas responsibility 
over branches in the US, Canada and Mexiccl^hd Is located in the 
same building as the New York branch ^^or|^ and Central American 
Management consists of a Diractor^Tfhol^jLM the Bank • a senior 
representative in the area and"i^ the oparational coordinator for 
tha antira BNL Group (tha iank and its Affiliataa.) ^Proper 
implementation of strategic decisions is thus assured. 

The Area Managar i/lkrmetly raaponaJJbla to the Ganeral 
Managar, From a functional point of view, hefflbfljU|ents the credit 
guidelines coordinated with the Central Offices ^|^o fulfill hii^ 
duties, he has several assistants. The nunb£r of assistants 
depends on the annual expense budget. 


S^uld the Area Manager be absent or unable to fulfill his 
dutiefl|//\the New York branch Director will^te responsible. 

Within his geographical area, the Area Manager: 


> - 'protects the Group's intarasts, promotes its image and 
cOOrdinateaf^ta activities by keeping high level contacts with 
Government Sffid monetary authorities, transnational organizations 
(especially financial) , politica^^^eadership and the principal 
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multinational corporations V^Such activities will be conductedl 

the most proper ways and means according to' the decisions and/or 
feconmendations made by the appropriate central offices; 

- recommends strategic choices to the appje^riate central 
offices. Depending on the market situation, hfOssr nmmends fvhat 
actions the BNL Group should be taken or emphasized with the goal 
of increasing harmonious interaction; 

etudes and negotiates budget proposals^or the various 
Gro^ unitvlM his jurisdlctionm One of the goals is to assure 
consisteno^msong the approaches dexined by the appropriate central 
^offices; 

* mONCiOfs the activities of the various Group units and 
Asuree cna. thaL/:^tions undertaken by each unit Jiead are 
insistent with tlCroi^ls set in the negotiated budgets 4P ln order 
ro do this, he has access to spec i^fy 
the a ppropriate central offices; 

- presents the Group's policies when asked to participate in 
^^the Affiliates' Board of Directors' meetings. 

Furthermore; ^ far as BNL branches in the US only are 
concerned, the Manager for the Nprth and Central American Area 
chairs: 


<3 


- the Credit Committee to review credit line proposals which 
exceed the individual branches' author;^m|f. [The Manager] approves 
proposals which fall within the Area'cSjuri^iction as authorized 
by the Board of Directors and forwards those proposals for amounts 
exceeding that authorization to the appropriate Central Office when 
approval is expected. 



- the Expense Committee to review proposals which exceed the 
individual branches authority. [The Manager] makes a decision on 
proposals which fall within the Area ' :WHuriadiction as authorized 
by the Board of ni^«^nT-« and forwards proposals for amounts i 
exceed f no that euthozj.aec.xoii to the appropriate Central Office when 
approval is expecteo. 

The ^::^dit Committee is composed of: 

“ The Area Manager, or the New York Branch Manager in his 
absence or incapacitation; 


- The New York Branch Manager or the head of the Commercial 
Department in his absence or incapacitation; 


- The head of the New York branch Commercial Department or by 
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whoever replaces him in his absence or incapacitation; 


The head of the New York branch Financial Department or by 
whoever replaces him in his absence or incapacitation; 


<s>. 


Approval will be giveh^y the -Area Manager, or by whoever 
replaces him in his absence, with the Co nsensus of at least two 
additional members or acting members. 3^ 

The Eigpense Committee is made up of: 

- Thcnl&ea Manager or the New York Branch Area Manager who 
replaces him in his absence or incapacitation; 

- The New York Branch Manager or the Commercial Department 
head who replaces him in his absence or incapacitation; 

- The head of the New York Branch Commercial Department or 
whoever replaces him in his absence or incapacitation; 

- The head of the New York Branch Financial Department or' 
whoever replaces him in his absence or incapacitation; 

- The head of the New York Branch Administrative Department or 
whoever replaces him in his absence or incapacitation. 

vg) 3^proval will be given, by the Area Manager, or by his 
replacement in his absence, with th^^onsensus of at least two 
additional members or acting members 

The Area Manager vi ll^ leo approve. Upon the New York Branch 
Manager ' s recommendation 

hiring ^of local staff whose numbers, salaries 
qualifications and benefits which have been previously agreed upon^^ 
with the appropriate Central Office (Personnel) . The latter will 
be informed of the hiring; 

(3 

- proposalm^ itfiibiiltted to the appropriate Central Office 
concerning career decisions or any other decision affecting 

& 

- any^ransfer of personnel among BNL branches*^perating in 
the Area. 


(S> 


^e Area Manager is also responsible for forwarding requests 

concerning BNL personnel (with an Italian contract) on assignment 
to branches operating in the Area to the appropriate Central 
Office. 
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Expense documents relative to the Area's functions will be 
forwarded monthly to the New York Branch's Administrative 
Department which in turn forwards them to the Groups' individual 
operating units for which the activity is being conducted. This 
will be done according to principles of authority established by 
the Area itself. 

b« Vev Yor 

The New Yoi - 

branches and thM)ffices> .^representation operating in the North 
and Central Amei^can Area. The New York Branch is also responsible 
for coordinating^roduction, finances and administration. 

The New Yox^Branch is divided in three Departments: 

- Commercial 

- Financial 


c JU:i|Bch ospoasibility and Authority* 
x"7rancb 'd^nShe^Nead Branch for all the Bank's 


- Administrative. 

Each Department has a Department 
the Branch Manager. 


Head who is responsible to 


Branch Management is composed of the Manager and the three 
Department Heads. 

The Branch Manager, who 
replaced by the Commercial Department Head in case of absence or 
incapacitation . 

In particular the Branch Manager has 
responsibilitie^gis A vis the individual branches: 

- guides the activities of the operational Departments, 
monitors* jifteli^^lpsiids and management in general; 

- '-guides and coordinates management of the individual 
branches; 



is^esponsible to the Area Manager, is 


- i a e co— en dfy.the branches ' ^ana the individual operating units ' 
annual budget to Area Management. He verifies ^Whether the^^bddgeb 
la consistent vittu^e decisions made and the goals assigned by the 
Area Manager; 

- monitors the cost/benefit relationship for individual 
services with the overall goal of containing expenses rigorously. 
With the approval of the appropriate Central Office he may also use 
'^contractors should they be more cost effective; 
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- recommends hiring of local staff to Area Management along 
with any^type of career 'decision ^including transfers acting the 
New York branch and all '^branchf personnel;^. 

- submits all proposals exceeding limits authorized for the 

Branch by the Board of Directors to the Credit Committee and the 
Expense Committee of the Area, ' 

Within the New York BranclT^sttuM.^^^ 
which makes use of the Branch's facilities.^' phe Aaditihg 
Dmpartmmnt rmports to the Inspoctorato and Security Ottica of the 
cantral Offica. Tha Cantral Offica, the Area Managar or the Branch 
Managar may task the Auditing Dapartmant with conducting occasional 
and periodic audits and inspections either at tha Branch itself or 
at the other bank branches. Upon the Oaggral Manager's or Area 
Manager's request, the Auditing Department3cair6ohduct inspections 
and audits even at^ther BNL Group 'stbranches-r^rating in the Area 
unlesfi. third party rights or local lavs i|xe ii^ingedr 

Credit line and expense proposals which fall within the limits, 
established for the New York branch by the Board of Directors must 
by examined and decided by the Credit Committee and the Expense 
Committee of the branch itself. These are presided over by the 
Manager or his replacement in his absence or incapacitation. 

The Credit Committee is composed of the Branch Manager and the 
Heads of the Commercial Department and the Financial 
Department, or their replacements in their absence or 
incapacitation. The decisions will bq^ade by the Branch Manager 
(or whoever is replacing him) with thl^^int approval of at least 
one other member (or his repla cement . ) 

o. Tbs mala charaet^nRiQ of 
constitute the structure of the Branch 
authority of the Branch Manager who is himself responsible to the 
appropriate j^ntral office fuijctionallyj 

d. ThcHfraaelies (which 'taxi under the Mew York Branch] are 
structured the same way as the New York Branch (one Manager and 
three Department Headp) : 

- the individuax ||mBi^ Manager sC^M rempommible to the Mew 

York Branch Manager; * 


t]^ three Departments, which 
that they fall under the 




the Department Heads are responsible to their Manager and 
functionally to their counterparts in the corresponding Department 
of the New York Branch; 


- the Branch Managers are replaced by the Head of the 
Commercial Department in case of absence or incapacitation. 
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Within eacB^^ranch and within the limits of authority 
established by the Board of Directors, a Credit Committee and an 
Expense Committee are established whose functions and powers are 
the same as those established for the New York Branch. Each branch 
will keep a copy [Signature] Book. 

e. The heeds of the representative offices which operate in 
the North and Central American Area report to the New York Branch 
Manager and functionally to the heads of each Department 
(Commercial, Financial and Administrative) of the respective branch 
for individual issues of authority. 


The report has an attachment which summarizes the 
authorization limits for active operations. The attachment is 
reproduced below to give a precise idea of the exact amounts 
authorized for the North and Central American Area and its 
affiliates. 


Credit lines above the amounts shown below had to be 
authorized by the Central Office. 


Credit line 
unit limits 

North ( 
Central Am. 
Manager 

N.W York 
Branch 

Atlanta, 
Chicago, 
L.A., Miami 
Branches 

19 Category 

5,000 
(ex 1,000) 

1,000 
(ex 300) 

500 

(ex 150) 

29 Category 

10,000 
(ex 2,000) 

2,000 
(ex 600) 

1,000 
(ex 300) 

39 Category 

15,000 
(ex 3,000) 

3,000 
(ex 900) 

1,500 
(ex 450) 

49 category 

20,000 
(ex 4,000) 

4,000 
(ex 1,200) 

2,000 
(ex 600) 

Maximum for each 
client 

25,000 
(ex 5,000) 

5,000 
(ex 500) 

2,500 
(ex 750) 


(Amounts expressed in Thousands of US Dollars or equivalent) 

The resolution was followed by a letter dated January 25, 1988 
sent by General Manager PEDDE to the Area Manager SAROELLl to ask 
the latter to draft the by-la%rs based on the framework established 
for the areas and the Central Office. 

Xn giving instructions on the framework of the by-la%rs, the 
General Manager indicated that **cooperation” between operating 
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units and. tha bank's cantral aanaganant was tha bast way to achiava 
"smooth intagration of tha structuras with tha primary goal of 
maating tha most important raquiramant, that is, to satisfy tha 
markat". Furtharmora, ha amphasizad that it was nacassary to 
ragain momantum and tha know-how to kaap up with tha innovativa 
procass". This is basad-on tha obsarvation that no ona "battar 
than wa can idantify tha bank's naads and satisfy tham". 

Finally, kaaping in mind idiat has just baan highlightad, PEDDE 
mada tha following obsarvations on ganaral principlas and planning: 

- Tha craation of Paripharal Araas is basad on tha [abova] 
and tha commitmant raquirad must ba mada consistant with tha 
conitmant to saak naw modals. For this raason, tha Paripharal 
Araas hava baan placad diractly undar tha cantral offica, just lika 
tha cantral araas". 

"Tha Araa namagar has tha prims raspoasihility# with broad 
pres»tioaal aad aaaagamaat authority, and is ia diroot ooataet with 
tho baak*8 eaatral aaaagamaat to whom ho is dirootXy raspoasiblo. 

Within tha Araa and within tha limits sat by tha ragulations, thara 
is ampla room [for managarial] initiativa in running tha bank's 
paripharal oparations. This doas not apply, howavar, to ovarall 
initiativas in tha bank's araa of authority. Thara is also room 
at tha dacision*making laval daspita spacific limits (cradit linas, 
axpansas) • Tha managar makas dacisions basad on his discration and 
ability." 


- "Tha Araa JCaaagar mnat ramaia aoeassibXa [and] bo tho oaXy 
authority to wham his units raport so as to awoid tho oostXy aad 
oftaa uaproduetiTo raooursa of tha Xattar to tho eaatraX of f ieas to 

tas smtsat pessiais. I«islson tiim oanaral oSSioas «ust ba 

maintainad by tha araa managar who in this way will ba at tha sama 
dacision-making laval [as tha Cantral Offica] and will ba abla to 
of far solutions in raal-tima." 

- "Continuous staps must ba takan to assura that araa 
structuras oparata fraaly without axcass buraaucracy and 
indacisivanass. Ralationa among staff must ba basad on tha utmost 
cooparation and dacision making collagiality with a raspact for 
raspactiva rolaa and ragulatad oparating authority. Evarybody must 
faal that ha is a nacassary part of an harmonious procass and must 
ba suitably ancouragad and valuad for his contribution. A sansa of 
motivation must ba instillad and maintainad in avarybody by 
astablishing and anforcing tha bast rulas of bahavior of taam 
disciplina." 

- "Tha markat in your Araa is almost unlimitad in sisa. Zt is 
assantial to saak out tha waakast sagmants to contain costs: avoid 
inaffioiant programs, concantrata on mora limitad araas and zonas 
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in ordor to analyzo thoa soro offoctivoly and assoss possiblo gain 
and organizo initiativos so that tho subsystoa of officos, branchos 
and affiliatos doos not bocono solf-govomod with inofficiont and 
unorganizod actions. Encourago staff to bo porcoptivo and 
practical so as to dovolop profossional attitudes in hooping with 
tho ovorall goal.** 

- **Aroa MaasgoMst tboroforo soos itsolf liko a eoatsal 
aaaagoMst liaitod ia siso to whieli tho warieus eoators of 
authority should look to for orioatatioa aad solf*goToraaoat. 
Propor iatogratioa should bo aehiorod through tho aroa eoaaittoo. 
2f tho strueturo is dofoetiwo, it is up to tho aoa who ooaaaad it 
to aako tho aoeossary oorrootioas, adjustaoats aad ehaagoss but it 
is tho aoa who, ia eeapaaios liko ours which prowido a sorwioo, 
dotoraiao tho results aad tho bluopriat for tho ooapaay.** 

Within this context and keeping in aind tho reorganization 
described above which highlights Aroa staff qualifications and 
profossional coaaitaont, a roaindor is in place concerning MISASZ. 
Tho latter was tho Now York Branch Manager operating in tho North 
and Central Aaorican Aroa, froa January 1988 until January 1989. 
(when ho was replaced by VECCHI) . During his July 25, 1991 
tostiaony to tho Coaaittoo, Nisasi adaittod that ho did not know 
English. It was only when ho was appointed to Now York that ho 
aado an effort to loam English. This was confimod by PEDDE 
during his January 23, 1991 hearing to tho Coaaittoo. PEDDE 
oaphasizod that when MISASZ arrived in Now York on January 5, 1988 
**ho did not know any English and was forced to study it on-sito**. 

Another roaindor that VECCHI, tho Now York Branch Manager froa 
January 1989, also refused to supervise aroa branchos and loft this 
task to tho Aroa Manager. Ho hiasolf stated this to tho Senatorial 
Coaaittoo. Ho explained his behavior by saying that tho January 7, 
1988 BNL Board of Director *s resolution was not followed by tho 
necessary iaploaonting instructions. Purthoraoro, Vocchi stated 
that ho was* coaplotoly absorbed by tho coaaitaonts related to tho 
reorganization of tho Now York Branch which could not bo put off. 
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8ard«lli's comments on the Italian Senate's "Acts of Parliament,” 

pp. 204-211 


1. The Corporate Resolution changing the structure of the 
N. A. Area is dated Jan. 20, 1988 rather than Jan. 7. 

2. Since the **Atlanta Affair” began Aug. 4, 1989, clearly the 
resolution was not adopted ”in reaction to the Atlanta Affair” 

3. The statement ”This change was meant to be experimental....” 
is utterly untrue. 

4. To which all units displayed 

5 . refer 

6. and identifies itself with its Manager 

7. perform functions of high level representation and operative 
coordination for the whole BNL Group (my note: i.e. the Bank 
proper on the one hand and its affiliates on the other) thus 
assuring the proper implementation of the strategic guidelines 
given to him. 

8. hierarchically answerable directly 

9. operates along lines mutually agreed upon with the appropriate 
Central functions within limits pro-tempore governing topics 
such as expenses and granting credit facilities to customers 

10. In order to discharge his responsibilities he avails himself 
of assistants the number of which will be mutually agreed upon 
when the annual budget is negotiated (my note: for 1988 and 

1989 numl>«r of was 1 H.O. 10/27/88) 

11. same will be discharged by the New York Branch Manager 

12. Takes care of 

13. its initiatives 

14 . and 

15 . prominents 

16. along lines deemed appropriate either out of his own 
initiative and/or the inputs of the competent Central 
functions . 

17. suggests what course of action would be advisable to undertake 
or intensify at Group level, also in order to activate 
eventual synergies 
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18* Analysis 

19. Sutasiittsd toy 

20* of his Area, in order to insure their reciprocal coherence the 
guidelines issued toy the competent cultural function 

21. is vigilant so 

22. coherent 

23. otojectives approved when the budget was negotiated 

24. Ny note: The "specific information" never materialized 

25. interprets the philosophies and strategies adopted by the 
Group, in the Affiliates Board of Directors of which he is a 
member 

26. with reference to the activities of the USA Bank units only, 
the R^ional Mgr. of N 6 C America Chairs: 

27 . Sending limits 

28. he deems advisable to express a favorable opinion thereon 

29 . The Regional 

30. The resolution will be adopted by the Regional 

31. concurrence 

32. the Regional Mgr. will also resolve on: 

33. ranks, 

34. To be submitted 

35. change in the deployment 

36. Units 

37 . Zt is also up to the Regional Manager to submit to the 
competent Central Dept, the relevant proposals concerning any 
action relative to BNL personal of the "Italy payroll" 
deployed with the Affiliates active in the Area 

38. Those expenses idiile objectively cannot be allocated to other 
units will be bom by the N.Y. Branch 

38 .a) takes on the responsibility of 


3 9 • Representative 
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40. their 

41. Hierarchically answerable 

42. Regional 

43. among others 

44. also 

45. risks and generally follows management activities 

46. Submits to the Regional Management the annual budget of the 
Branch and those of the Units who report to the N.Y. Branch, 
verifying their coherence in relation to the decisions adopted 
and the targets given by the Regional Manager 

47. outside service suppliers 

48. as well as career-affecting decisions including transfers of 
N.Y. Branch personal as well as the reporting Units' 

49. and availing itself of the Branch's facilities, operates the 

Auditing Pept^ whg is a nsvsgg^ b ig i^\^d|i t iy?.g,pept... 

of the Rome Headquarters 

Upon instructions of the Central Auditing Dept, or the 
regional Mgr. or the NY Branch Mgr. it carries on inspections 
and occasional and periodic verifications either in the N.Y> 
Branch or the Units reporting thereto. 

50. will conduct inspections and verification also at BNL Group 
Affiliates established in the Area, unless prevented by third 
party rights or local laws 

51. aonaurronco 

52. The Expense Committee is comprised of the Branch Mgr. and the 
Heads of the Commercial Financial and Administrative Dept.'s 
(or, in the of their absence or incapacitation, by their 
Alternates) and the resolutions will be adopted by the Branch 
Mgr. (or his Alternate) with the concurrence of at least TWO 
other members (or their alternates) 

53. and are to be articulated in the relative operating manuals 

54. however, among other functions, duties and responsibilities. 
The Commerce Dept. 

-coordinates the allocation among the various operating units 
of "tranches** of credit lines to customers assigned by the 
competent Central function, when possible abiding by eventual 
preferences expressed by the customers 


The Financial Dept. 

-coordinates the allocation among the various operating units 
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of "tranches" of credit lines to Correspondent Banks assigned 
by the Competent Central Function, taking into account the 
operating capabilities of each unit. 

-keeps assiduous contacts with the competent central function 
who is entrusted with the task of addressing the Units, in 
compliance with the Regulation of Central Functions presently 
in force. 

The Administrative Deot. 

-It is hierarchically answerable (like the other Dept.) to the 

Branch Mgr. , liaises constantly and directly with the 

competen t Central functions 

-issues, in agreement with the competent Central functions, 
procedural regulation, and related operating manual, for all 
the offices of all the units that report to the Branch. In 
addition and in order to under the texts uniform and make 
possible economies of scale it generates all forms for all the 
offices of the Branch and the units reporting thereto. 

-it handles, in agreement with the competent central 
functions; its own recording procedures as well as those of 
the other reporting Bank units and the compilation of periodic 
statements or reports along homogeneous lines that take into 
account also the particular procedure required by Fiscal (Tax) 
& Central Authority both American and Italian 

-it assures through the EDP Center, the most effective 
management of the information and data procuring systems of 
the Branch as well as the reporting units' 

55. reporting 

56. of the reporting Branches are hierarchically answerable 

57 . Their 

58 . reporting 

59. "Libio Fidi" i.e. the record of credit facilities approved 
within their lending limits 

The so called 10/25/88 Pedde directive to Sardelli is at best 
an exercise in diplomacy: on a neutral level it supports that 
Pedde, like in the case of the Luchaire affair for which the Venice 
Court sentenced him to a four year jail term, never had the time to 
read. 

Board Resolution 10/20/88: at worst it tries to subvert from 
the very beginning the dictates of the a/m Resolution since, 
contrary to the prescriptions of the latter, which authorizes the 
NY Branch Mgr. and its Dept. Heads to directly liaise with the 
H.6., Pedde 's directive wants Sardelli to be the only link between 
the units of the Area and H.O. Depts. The underlying philosophy 
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seems to be "Even if the structure were defective it is up to the 
men who manage it to adopt the necessary rectifications, the 
corrections and the modifications". Like taking the lav in your 
hands. 

Aside from the pitiful atteaqpt made by the translator to 
rewite it, Pedde's directive, among many other questionable 
atteaq^ts at twisting the Board Resolution, 

-Totally disregards the contents of Sardelli's letter December 27, 
1987, by which the latter advised that because of the situation he 
found in the Area on his arrival July 18, 1987, the man whom they 
(Pedde and the H.O.) were sending as the Mgr. of the NY Branch (an 
incompetent non-English speaking person) Sardelli did not 
anticipate being able to implement Board Resolution 1/20/88 in less 
than twelve months; if the ND did not like the idea he could have 
replaced Sardelli anytime in Jan. 88 or thereabouts. 

-as any perfunctory examination will disclose, the three page 
"directive" is on mimeograph sent to all Regional Ngrs; the one 
sent to Sardelli differs from the others only as to the date , the 
name of the..flddregggg# the first sentence and the last six words. 
Even the signature is not an original. 

It thus ignores that by now Sardelli is the only Regional Mgr. 
(out of three) in the whole bank whose staff consists of two people 
(himself and an executive secretary) and whose structure does not 
include any longer the operating units which are now under the 
direction of the NY Branch Mgr. 

-it also ignores that, because of the anomalous structure of the 
N.Y. Regional Management, as compared to all other Regional Mgts. 
where the Regional Mgr. is also the Mgr. of the Mother (Head) 
Branch, the 10/20/88 Board Resolution places the complication of 
the "Operative Internal Regulations" not on Sardelli 's shoulder's, 
where Pedde wbuld like it to be, but on those of the N.Y. (Head) 
Branch throughout its Administrative Division and the Central 
(Rome) Administrative Dept, with whom the former is entitled to 
liaise directly in accordance with the contents of the Board Resol. 

-it ignores that in^March 88, Sardelli was told by D'Addosio (one 
of the present MD's) that there were no "H.O. Internal Regulations" 
that anyone could report to for inspiration. D'Addosio's 
suggestion was "wait and hope" which in Italian may signify "They 
may never come". 

-it ignores that as yet (June 88) there was no "H.O. Internal 
Regulation" for the Central Financial Dept, since as its then Head 
(Mr. Zanetti) put it, "my problem is not only that I do not 
understand Pedde when he wants me to produce papers that I consider 
irrelevant. My problem is that I have not found at BNL one man who 
knows how to make money in a real "Dealing Room" (on that occasion 
Zanetti also told Sardelli very bluntly that he could not lend him 
a man to help organize the Financial Dept, in N.Y. simply because 
he did not have such a man) . \ 
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C. - 

BOARD OF DIRECTORS. MANAGEMENT. AUDITORS • Wb EMPLOYEES 
BANCA WAZIONALE DEL MV6!TO^Rome r I tal^gTHE GUARANTOR^ 

The Board of Directors is responsible for the administration of the Guarantor. The Statutes of the 
Guarantor state that the Board of Directors shall consist of 20 members. Directors may hold office for up 
to four years and are eligible for re-appointment. 

Management is also exercised by the Executive Committee, the Chairman and the Managing Director 
pursuant to powers and authority contained in the Statutes of the Guarantor. 

As at 31st March, 1989, the Board of Directors, Management and Auditors are as follows:— 


Board of Directors 
NerioNesi* ' 

Salvatore Paolucd* 
Giacomo Pedde* 

Orazio Buccisano 
Giorgio Alfredo Cassinelli* 
Gaetano De Campora 
Francesco Dd Monte 
Angelo Detragiache 
Antonio Longo* 

Giorgio Masiero 
Giacinto Militello* 

Flavio Orlandi 
Aldo Pali^eri 
Giuseppe Pasqua* 

Antonio Pedone 
Antonio Portcri* 

Ruggero Ravenna 
Augusto Schianchi 
Paolo Scium^ 

Ferdinando Truzzi 


Chairman 
Deputy Chairman 
Managing Director 

Appointed by: Ministry of Foreign Trade 

Appointed by: Ministry of Industry and Trade 

Appointed by: Shareholders Meeting 

Appointed by: Ministry of Treasury 

Appointed by: Ministry of Employment and Social Security 

Representing life Assurance Corporate Public Body (INA) 

Appointed by: Shareholders Meeting 

Representing Social Security Agency fINPSJ 

Representing State Insurance Agency (INAIL) 

Appointed by: Ministry of Employment and Social Security 

Appointed by: Ministry of Treasury 

Appointed by: Ministry of Treasury 

Appointed by: Ministry of Agriculture 

Appointed by: Ministry of Employment and Social Security 

Appointed by: Shareholders Meeting 

Appointed by: Shareholders Meeting 

Appointed by: Shareholders Meeting 


•Member of the Executi ve Committee 

Management 

Giacomo Fedde 

Pier Domenico Gallo | 

Cassio Morselli I 


Managing Director and 
Chigf Genera! Manager 

Deputy Chief Genera! Managers 


Ferruccio Airoldi 
Augusto Calzolari 
Umberto D'Addosio 
Pietro Giribaldi 
Giovanni Mazzarotto 
Paolo Mazzarotto 

Luigi Sardelli 

Gianmario Feletti 
Mauro Frattini 
Giovanni Garone 
Salvatore Lupo 
Franco Medugno 
Alberto Mucci 
Roberto Pernice 
Paolo Federico Ronza 
Alberto Ruocco 
Carlo Salvatori 


Central Managers 


Joint Central Managers 
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Statutory Board of Auditors 

The Statiitet of the Gtianmtor provide that the Statutory Board of Auditors, which are appointed 
by decree of the Ministry of the Italian Treasury, shall consist of five member s and three substitutes. At 
present, the Statutory Board of Auditon comprises: — 


Domenico Amodeo 

Giovanni Biilia 
Sergio Maggi 
Diego Sidari 
Francesco Tenore 


Chairman 


Auditors 


Vittorio Gaetani, itah Maspero and Pooh Sacco art available as substitutes. 


External Auditors 

Under Italian law, companies whose shares are listed on a stock exchange in Italy are required to 
have their annual accounts audited bya firm of independent auditors, in addition to the checks carried out 
by the.statutory auditors. Independent auditors are appointed in a general meeting for a term of three years 
and mx be re^Mppointed for two additiooal terms. The Guarantor’s independent auditors are Price Waterhouse 
and Italaudit S.p.A. 


Employees 

As at 31st December, 1988, the BNL Group had 26,766 employees. 
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Ccntni imcfligimceAgpngf 



wMM^ocioaoi 


DIRECTORATE OF INTELLIGENCE 


6 November 1989 

Iraq*Itaty: Repercussions of the BNL*AtIanta Scandal 


Summary , 


The revelation that a US branch of an Italian batik, Banca 
Nazioniale del Lavoro (BNL), granted more than $3 billion in unauthorized 
letters of credit to Iraq has had wide-ranging repercussions for Iraq and Italy. 
For Iraq, public disclosure that it used'some of the credits to acquire military- 
related technology has impeded procurement efforts, and the suspension of 
BNL credits has slowed civilian reconstruction and development projects. 
For Italy, the BNL scandal has cast at least a temporary snadow on Prime 
Minister Andreotti’s new government, raised questions about public-sector 
eruerprises, and reopened the issue of privatization. 

The affair is unlikely to have a major impact on Iraqi militaiy 
procurement effort^ but cash-short Bqghdad probably will have to postpone 
plans for some civilian projects. The loss of BNL fuuuidng and, more 
important, anp reduction in US agricultural credit atarantees because of 
negative publicity about the scandal probably would damage US-Iram 
commercial ties. For Iraq's part, however, the strain in pontical relations is 
Wtely to be short-lived, partuMlarfy if Baghdad believes US credit guarantees 
will be forthcominjg. Iraq is eager to maintain good ties to the United States, 
an attmde intensified by improved relations between Iran and the USSR. 


TUs nemoraiMlum was prepared bjrC 

Near Easiera aad Sootb Asian Analysis, andC 

Analysis. 


JOfficeof 
JOHice of European 
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BNL*Attanta Financing for Iraq 

The Atlanta, Georgia branch of the state-owned Banca Nazionale del Lavoro 

K -Italy's largest banlc-exte.ided S3^ billion in 2,500 unauthorized letters of aedit 
q between February 1988 and July 1989. US and Italian authorities have been 
investigating the scandal since July for violations of banking regulations and tax and 
customs laws. 

Fragmentary reporting indicates BNL-Atlanta disbursed S1.8S billion of the S3.2 
billion, including at least S800 million in letters of credit guaranteed by the US 
Commodity Credit Corporatimj (CCC). BNL headquarters aereed to release another 
SSSO million in early October,^ J after Iraq 

threatened to suspend payment to Italian Srms if the bank failed to honor its 
commitments. 

BNL-Atlanta's unusual activities included: 

- Exceeding the branch's allowable debt of $500,000 per customer. 

- Charging Baghdad an average 0.2-i^rcent commission instead of the 
usual 15 percent for a poor credit risk. 

~ Financing the letters of credit by borrowing from other banks for 90 to 
180 days but allowing Iraq up to Hve years to repay. 

BNL's North American headquarters in New York and the bank's directors in 
Rome publicly denied knowing about the letters of credit, although a BNL official in 
Chicago claims he notified New York and Rome several times about the unusual 
activiw in Atlanta, according to press reports. Press reports also indicate a BNL branch 
in Udine, Italy referred customers exporting to Iraq to the Atlanta branch. Iraqi 
ofHcials have generally denied knowledge of any wrongdoing, arguing that Baghdad is a 
victim in the scandal. 


Iraq used some BNL credits~at least $600 million, according to British pre$s-to 
buy military and dual-use technology through various front compames and legitimate 
firms in Western Europe. C 


n 

British press says that BNL-Atlanta also financed Iraqi military purchases from Kintex, 
the Bulgarian armament company. 

Impact on Iraq 

The suspension of credits from BNL-by far Baghdad's largest source of credits- 
and disclosure in the British press that Iraq used the credits to acquire military-related 
technology has almost certainly complicated Baghdad's procurement efforu. We 
believe t^t increased Western scrutiny of these activities has at least temporarily 
impaired Baghdad's ability to acquire such technology. Press coverage and London's 
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opposition to Iraq's control of a company possessing sensitive technology, for example, 
lea SRC Composites to divest its advanced composites factory, according to press 
reports. Some other finm in the networks have gone out of business. 

e 

The loss of BNL financing has almost certainly slowed civilian reconstruaion 
and development in Iraq. ManyiuS and West European (Inns supplying goods and 
services to grojects in Iraq were being paid through BNLC 

jMany of these flnns have probably suspended business with Iraq until 
alternate methods of payment-cash, other loans, or barter-are arranged. Financially 
strapped Baghdad, however, is unable to meet demands by some of these firms for 
payment in cash, especially for expensive purchases.^ ^’’^porting indicates Iraq 

nas nearly exhausted available credit lines and barter opportunities. 


Iraqi Procurement Networks 

Baghdad has created complex procurement networks of holding companies in 
Western Europe to acquire technology for its chemical, biological, nuclear, and 
ballistic missile development programs. According to British pressQ 

^one such network begins in Baghdad with 
the Al-Arabi Trading Company, which controls the London-based Technology and 
Development Group, Ltd. (TDG) and another UK firm, TMG Engineering. TOG 
and its Brussels-based partner. Space Research Corporation own the Ulster- 
registered firm Canira Technical Corporation, Ltd. Canira in March established 
SiCC Composites, which acquired access to advanced composite and carbon fiber 
technology used in aircraft and missile production. In 1987 TMG gained control of 
Matrix-Cnurchill, Ltd., the United Kingdom's leading producer of computer- 
controlled machine tools that can be used in the production of sophisticated 
armaments. 

We believe Iraqi intelligence is directly involved in the activities of many 
holding companies funnelling technology to Iraq^. 


2 


Effect on US-Iraqi Relations 

For Iraq, any reduction in bilateral commercial ties because of the BNL scandal 
takes on politi^ significance, which Baghdad-ever paranoid-tends to exaggerate. The 
fallout from the scandal has strained US-Iraqi relations. Baghdad is seriously 
concerned that the affair is adversely affecting its economic ties to the United States- 
the backbone of the bilateral relationship. Iraq is particularly upset that the CCC 
offered significantly less aedit guarantees for r Y1990 than Baghdad requested because 
of negative publid^ about the scandal. Iraq fears that any large reduction in CCC 
credit guarantees would make it more costly and difficult to import agricultural goods 
and damage its international credit rating. 

Several US firms have already been affected by the scandal.^ J 

g ress reporting indicate BNL was finandng at least SI billion in sales to Iraq by U^ 
rms, including agricultural goods, an automobile plant, an ethylene plant, industrial 
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roachineiv, construction materials, and irrigation equipment. Some US suppliers are 
worried tnat thev will not receive pament on letters of credit that they have not yet 
submitted to BNUAtlanta. Many US Cnns are trying to arrange other means of 
payment to avoid losing lucrative contracts. 

The scandal has contribu'ed to Iraq's perception that the Um'ted States is trying 
to hamstring Baghdad's efforts to promote better TOUtical ties. A senior Iraqi ofGcia] 
told his US counterpart in early October that Bagndad was unhappy that Washington's 
decision on CCC credits is linked to the scandal, with which he maintained Iraq had no 
part The official indicated this was not a sign that the Uiu'ted States wants to improve 
relations. 

Baghdad is eager to resolve the BNL crisis because harmonious bilateral 
relations are important to its strategic planning. Iraq believes that the Iranians have not 
abandoned plans to oust the regime in Baghdad and wants to assure that the 
superpowers would back Iraq or at least remain neutral during any future hostilities. 
The Iraqis seek to prevent Washington from favoring Iran so much that Baghdad's 
interests are threatened. In Iraq's view, the superpowers regard Iran to be of greater 
importance in the region, and Baehdad is therefore trying to enhance Iraq's political 
and economic importance to the United States. 

Impact on Italy 

The BNL affair--in combination with other scandals-has cast a shadow on Prime 
Mim'stcr Andreotti's three-month-old govcnuncnt. Partly to divert attention from the 
BNL affair, the Socialists and some Christian Democrats are playing up other scandals, 
including renewed allegations that the Italian military covered up evidence concerning 
the 1980 crash of an Italian airliner north of Sicily. None of the governing political 
parties or their factions, however, appears now to believe it can strengthen its relative 
positions by exploiting the issue. 

The scandal has also spotlighted the cost of Italy's longstanding and entrenched 
spoils system in the state-owned enterprises. Traditionally, appointments to key 
positions in public-sector companies have been allocated as a measure of party and 
even faaional influence. Under this system, the president and several directors of BNL 
are members of the Italian Socialist Party, while the executive director usually comes 
from the Christian Demoaatic Party. Several backbenchers in parliament quickly 
denounced the sproils system for not allowing the most competent people to fill public- 
sector jobs. llte attaclb, however, have been discounted as politick sour grapes, and 
the system shows no signs of collapse. 

In light of the BNL affair. Treasury Minister Carli has renewed his efforts- 
against adim'ttedly long odds-to enlist supTOrt for privatizing state-owned banks and 
other public-sector corporations. Carli believes the breakdown in supervision at BNL is 
ail too typical of the quality of Italian public-sector banking. In his opinion, 

E rivatization would force Italian banks to narrow the current 6-percentage-point spread 
etween interest paid to depositors and that charged to borrowers~a prerequisite if 
Italian banks are to do well after the EC dismantles capital conuols next year. 

The discovery of BNL's exposure in Iraq forced the bank to seek funds to boost 
its capital, which the Bank of Italy already considered too low. If Iraq defaulted, Bl^ 
techm'cally would have been banloupt because the amount of its loam to Iraq exceeded 
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the/bank's capital. In that event, the Bank of Italy and the Treasuiy Ministiy would 
have been compelled to bail out the bank. Rome was stymied in finding a Socialist* 
controlled institution to recapitalize the bank by itself and the government in October 
finally cobbled together a S1.7 billion package from the Treasuiy, a state-owned 
insurance company, and the Social Security rund, thus maintaining a Socialist majority 
on the BNL board of directors. 

We believe the revelations of BNL's dealings with Iraq-along with other recent 
scandals-stand in counterpoint to growing Itah'an self-confidence on the international 
stage in recent years. After more than three decades of international diffidence, we 
beheve Italian leaders have been pursuing a diplomatic profile more commensurate 
with their country's international economic role. Italians have felt particular pride 
because: 

- Italian troops in the Beirut peacekeeping forces bad fulfilled their 
mission as defined by Rome. 

— The Italian decision to accept US cruise missiles played a decisive role in 
swinging West Germany behind deployment. 

— Their country's GDP bad surpassed that of the United Kingdom and 
possibly France. 

In the opinion of almost all Italian press commentators, the BNL affair had a negative 
impact on Italy's credibility throughout the West. We believe, however, that the setback 
to Rome's international standing has been substantially less than that portrayed in the 
Italian press, and we e^ect the scandal will gradually fade from public view within Italy 
and will have little lasting impact on the country's perception of its international role. 


Outlook 

We believe Iraq will work bard to establish new military procurement networks 
to replace those disclosed by the press and by the US and Italian investigations as part 
of the fallout from the BNL affair. Baghdad highly values these networks to obtain 
technology that might otherwise be dem'ed to it if the end user or purpose were 
revealed. Because of renewed Iraqi efforts and the likefy existence or other .networks 
that remain undetected, we do not oelieve that Iraq's covert procurement efforts will be 
set back seriously. 

The drying up of this major financial source-at least for the next several years- 
will probably force uaq to scale back ambitious civilian reconstruction and 
development plans. Baghdad probably formulated some economic plans under the 
assumption that BNUAtlanta would continue to issue letters of credit on its behalf. 

Iraq will be unable, however, to replace BNL financing any time soon. Most 
commercial banks and forei^ governments are likely to remain unwilling to grant or 

S arantee significant new aedits to Baghdad until it repays more of its $45 bfllion non* 
ab foreign debt**a low priori^ to Iraq. Furthermore, Iraq has overextended its barter 
commitments and will probably be reluctant to engage in maiqr more such deals. 
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The BNL affair will probably have only a minimal impact on Italian-Iraqi 
relations. The scandal is unlikely to cause more than short-term political friction unless 
BNL fails to disburse the remaining letters of credit. Even then, B^dad would 
probably employ economic-not political-means to punish Rome. Continued Iraqi 
threats to suspend payment to Italian firms if Rome fails to release the promised BNL 
credits will almost certainly be effective against the Italians, who have already agreed to 
release some of the undisbursed credits and have backed down in the past in the face of 
threats from other countries. 

We have detected no sign of flagging Italian interest in Iraq, although we expect 
that Italian banks will scrutinize e:i^ortnnancine and other aedits for Baandad more 
carefully. The Italians are maintaining existing levels of oil imports from Iraq while still 
trying to boost exports. Italian-Iraqi relations will continue to oe strained, however, by 
the dispute over the delivery of Italian warships to Iraq, which is unlikely to be resolved 
any time soon because of Iraqi demands for additional financing for the shios and 
Iranian threats of retaliation against Italy if the ships are delivered. 

Implications for the United States 

The BNL scandal is likely to lead to a reduction in US-Iraqi commercial 
relations, particularly if CCC credit guarantees are decreased. Any loss of CCC credits 
probably would reduce Iraq's food imports from the United States because Baghdad 
prefers to buy on credit. Iraq probably would turn to Australia and EC countnes- ’ 
which lost safes when the Umied States became Iraq's top Western agricultural supplier 
in 1983-as well as traditional suppliers Turkey and Brazil. Many of these suppliers are 
already trying to profit from the BNL scandal by boosting agricultural sales to Iraq at 
US expense. Funhermore, the bank's continued refusal to disburse remaining credits 
probaoly would prevent some US firms from implementing contracts with Iraq. 

■ The strain in US-Iraqi political relations caused by the BNL scandal will 
probably be short-lived, particularly if Baghdad believes additional US credits will be 
forthcoming after the dust of the investigation settles. Iraq is eager to maintain good 
ties to the United States, an attitude intensified by improved relations between Iran and 
the USSR that make Baghdad uneasy. Iraq probably also believes that strained 
political relations would complicate its efforts to acquire US technology and credits in 
the future. We anticipate that Iraq will work hard to overcome the current frictions by 
offering commercial opportunities to the United States and lobbying US business and 
government officials. 

Although the BNL affair embarrassed the Italian Government and banking 
sector, we do not believe it vrill not have a major impact on Italian relations with the 
United States. Rome appears satisfied to date with the cooperation of the US 
investigating agencies and appredates the low-key manner m which Washington has 
reacted. BNL will probably close its Atlanu office and may suffer a loss of business in 
finandng exports for US companies. 
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JUDOS NMtVIM SHOOB'S COMMBMTS OM THE BHL CASE 


Oetobar S, 1992 — ord«r Granting Christophar 

Drogoul's Motion to Withdraw His Guilty Plaa 

August 24, 1993 •• Bantanoing ordor for Fivo 

BML/Atlanta Enployaas (Anadao DaCarolis,- Tharaso 
Bardan, Laigh Ann Maw, Paul Von Wadal, Thonas 
Piabalkorn) 



201 




UNITED STATES 0XSTR2CT COUNT 
NOXTRBRN DISTRICT OF GEORGIA 
ATLANTA DXVZSZON 


OMITBO STATES OP AMERZCA, : 

PlElntiff , CRIMZIIAL ACTZON 

V. t l891-er«07t-MHS 

CBRISTOFRBR P. DROGOOL, t 

Dcfradant > 


<iiil« e«M invelvw billleiw of dollara r«lso4 «nd 
leanod in intornntionnl flnnneo. It Inoelvos nllogntloas of 
on Intonuitlonnl bulk fraud tbnt ray havo bolpod pay for 
Iraq's allltasy build-up. But tbo uera iapertaat iaaua 
bafesa this Court inwolvaa a ran'a llbarty and sarieua 
quaations about tho intogrity of our juatieo ayatra and tbo 
alooat unravlawabla pevars of pro a ac ut orial diaeration, na 
ceurt'a judgaant and doeiaions througbeut tho haarings and 
notions bafera it have boon guidad by its baliof that than 
la a aenl eonponant to tho Court's iavelvanaat in tbis easa 
ttaa nspeaalbiU^ to do tbs right thing. 

rntAm order viU sat forth the raaaona the Court vUl 
grant the doramrant'a notion to raousa and »hy tho Ceurt« 
on .ootebar X, X»99, orally grantad dafandant Christopbar P. 
Oregeul's rmswd notion to withdraw his guilty plan. 
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OMino nATts oxsnuct comet 
NOnBBMt OZSTBXCT Of OlOiKXA 
ATLMRA OXVZSXOir 

OtlNZMAZi ACnON 

lt»l-ev>07«-KHS 


glBn 

e«M involves billions ot dollsxs rslsod end 
in Intmmntionsl tlnsnes. Xt Invelvos allogstlons of 
an intamattonal baidc fraud tbat aar havu bslvad pay for 
Iraq's uUitary bulld-up. But tbo uoro Isportant Issus 
bofos* this Court invelvos a nan's libosty and sorlous 
questions about tbe integrity of our justice systna and the 
elBost unrevlewable powers of proseottorial diseretion. the 
court's judgnsnt and dseisions throughout the hearings and 
■etions before It have bewa gulted by its belief tbat there 
is a urr -1 nnmtinfnt to the OBurt's ihvo l ve n an t in this ease 
~ the responsibility to do the right thing*' 

order will sat forth tho reasons tbe Court wUl 
■jy-.-*. oovonasnt's notion to recuse and «*y the Ceurt, 
on .Oetobsr 1> iwa, orally granted defendant christoghsr ». 
senowed notion to wlthfteaw hio guil^ plea. 


0IIIT80 STAXES OP AMBKXCA, 
Plaintiff, 

V. 

CBRXStoraSR 9 * DH OOOOLp 
D«f«adant 


OEogoal*0 
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Thtt <;ov«nmdnt has said that this haaring vas highly 
unusual I aura of a nini-trial than a sentancing haaring. 

Tha Court agreas that this haaring vas unusual, but this has 
bean an unusual oasa. Tha Govemmant initially sought the 
"ttini-trial;* at ona point bafora tha plea bargain, 
prosecutors requested three vaa3cs to present evidence 
rebutting defendant’s anticipated statanent at the plea 
hearing. Following tha plea bargain, vhich vas initiated by 
the Govamaant, tha Government sought three days to present 
witnesses. During the sentencing hearing, the Government 
proceeded to present detailed evidence as to how the money 
flowed from one account to another, how much money defendant 
had proaised to Iraq and other nations, and how defendant 
and alleged co-conspirators covered up these transactions* 

The Court has never intended to "put the Government on 
trial,* as suggested by tha prosacution hot only to 
datarmina what transpixad and Xr. Orogoul’s involvaaent. 

Tha Court also points out that a santancing haaring is not a 
trial, and tha rulas of avldonca do not apply. Courts ara 
parmittad to roly on baarsay and avan on tho tostimony of 
eonfidsiitial informants without knowing thalr idantity. in 
a sansa, avidanea at a santancing hearing is not suhjaet to 
tha sama testing as that pot on at a trial; tha Court simply 
must satisfy itsalf that tha information Is ■sufficlantly 
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XX. nak RUDHuaiL 

On SeptaabMT ai, 1992« «Ct«r on* VMk of «vldtno« In 
tlM h—rtny, th* Obuxt danind dafandant's notion to vithdrav 
hla plaa of yuilty. Iba Court taald that dafandant bad not 
sbown that thara vaa a "(air and just raaaon* to panlt tba 
vltbdxavaX of his guilty plaa. Saptaabar 21, 1992, Ordar. 
Eowavar, aCtar dally xavalatlons u n d arntw l n g tha 
Govamaant'a easa, tha proaaeution announead on Octobar 1 
that it no longar opposad dafaadant'a notion to withdraw hla 
guilty plaa. Oafandant ranawad his notion to withdraw tha 
plan. 


Xa tha two waaka of taatin o ny following dafandant's 
first attanpt to withdraw his plaa, dafandaat prasantad 
ocadlhla avidaaea suggaatiag that tha Cavamnant had not 
fully invaatigatad wbottaar dafandant’s ouparlom in tha hank 
i^rowad of and warn awaro of hia aetivitiaa. fha 
Govamaiit also furniabad to tha court olassifiod doc u nan t s 
Cetm tha Oantral xntalUganoa h g a ney ("CXh") auggMtiiig that 
liTT. Pinni i"i swara of Kr. OKogoul's aetivitiaa and was not a 
wiOtlB Of tbo allagad mad* ruetbamota, dafandant naaad 
savoral Ml, suparles* who knaar of his aetivitiaa and 

inwolvaoMat. Dafandant did not xaaelva tha 


4 


205 


tbout why he, e clearly Intelligent pereoa 
represented by counsel, entered his plea of guilty on June 
2, 1992, and during a three-hour hearing before this Court 
^•^^^ied only that hie superiors should have known. 
Hovever, other evidence presented at the sentencing hearing 
as outlined belov raised such serious questions that the 
Court concluded that these issues could not appropriately be 
taken up on a notion for downward departure but should be 
heard at trial. Xn light of these conclusions and the 
Govemnent's and defendant's request for a trial, the Court 
granted the notion to withdraw the plea. 

xzx, saensiL 

Xhe Govemnent has filed a written notion requesting 
recusal, and the Court will grant the notion, k judge 
should disqualify hiaself fron *any proceeding in whidi his 
inpartiality night reasonably be questioned.* 29 C.s.c. | 
4SS(a). although the Court believes that it would be able 
to hear the evidence with an open mind, the Govesnnent's 
eoncems that it would not net inpnatielly oounsel against 
this Court renaining on tha case. Fron the evidence 
presanted during tha hearing, this Court has reached and 
voiced oertnin prellninary oenclusioos and oonoems ahout 
this case and the Govasnnant's conduct in iavsstigating and 
prosecuting defendant that nay, fron tha pcoaaeutien's 
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vlcvpoln^f IntiArir^ir^ with tihis Couzt^'s ability bo hoar 
avidonea with an opan and impartial mind* Furtharmora# 
whila soma of tha concama raiaad by this Court may hava 



la^itimata explaxuntionaf tba shaar numbar of unusual 
circuiMtancaa led thla court to reach these tentative 
conclusions. Accordingly, tha Court will sat forth sons of 
tha tentative conclusions it has raaehad in hearing this 
matter and its reasoning in arriving at those conclusions. 
Sst forth below are the bases for the granting of tha 
iftotions to withdraw the plea and to recuse. 


A. Vnofiedof officials at WflrROA, 

Ihe court concludes that officials at BHlrRoms ware 
aware of and approved Mr. Orogoul*s activities. At the very 
leasts BNL*Itome dhosa to ignore what vara obvious signs of 
». DW 90 U 1 *. «ctr«ordiji.ty r.Ution«hlp with Iraq hi. 
ununwl iMidliW prmctlc. m wipport of thl» conclttalon, 
the Court notest 

1) Classified reports from the CXA concludep in partp 
tbM*. a o« hiflh-law.1 WIr-*OM officials suppoctad Hr. 

OtoqoQl's aotivitias.' 


as tba 


• ns court will sot th. ^tyts of 

tecuMots tooeaoso t^y SSt^U^iablTtFSi. 

SyrSito^trSuSSTU^iSy ^ ww W 

SSLTfaS Afonso eoui»ol and th. publle. 
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^ Mai©* BNL Official, Mr. Monaco, rafacrad an 
Italian ooapany saaklny financing for a aajor construction 
project la Iraq to BMli-Atlanta. 

J) Tha foraar hand of BML's Korth tasrieaa oparations. 
nr. Ittlql Sardalll, previdad cradlUa taatlnony ahoirlng that 
aanlor offlolals la aena approved or Mad kaowladga of Mr. 
Orogoul'a aetlvltioa. 

* terdalli's lattar erltlcUing dafandaat's aetlvltioa 
was nsvar dellvarad by tiia auditor to officials la Mena. 

* Instaad of audltiaq or Invastlqatlag BMIr'Atlanta, 
BMt-noaa officials alaetad to Invaatlqata Pr. Sardalll wbo 
appears to bo tbs only astralqbt sbootar* la tba 
orqaalsatloa. 

a- SMI>>IteBa was an axtraaaly political organisation 
oparatiag aora as an rngmef of tbs Italian govamaant than 
as a bank. 

• Dr. Sardalll voicad his frustration with BSL-Rona la 
tastlfyiag that tha SMIr-ROBa officials sant to tba Qttltad 
Stetas to invastigata tha Atlanta brandi aftar tba raid wasa 
tba officials who should hava boon invastlgatad. 

• Or. Sa r da l ll tostiflad that ha ballavas officials at 
MBr>Meaa know of Mr. Dtageul's aetlvltlas. 

4J ghssa Is avldaaoa that doennsats say bava baan 
shraddad by SHL officials riiorUy aftar tha raid and ttat 
seaa fllao and doeiiaanta ara Biasing. 
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5) BNL br«nchM in O^raany, England and Canada vara 
avara ot BHXi-Atlanta*a aubatantial finanaing of Zragi 
purAaaaa and projeeta. 

6) Tba 6ovazimant*s vitnaaaaa fron Morgan Guaranty and 
tba Bank of Vav York and eonfidantial CXA raportn eoncludad 
that it vaa vall^known in Intaxnational banking eirolaa that 
BHIi-Atlanta provided aubatantial financing for Iraq* a 
purebua oC ««riealt«iral, allitacy And nen<^lltuy 
produeta. . 

7) Tbs Italian parlianant's axtanalva raipect m tha 
•ML scandal* cooeludss that Mr. Oregeol ms not a "Ions 
wolf" and that BHXtHom's failurs to adaquatolr soporviso 

Atlanta branch pamlttod ths continosd illogal aotlwltp. 

t) Nr. Dropottl's co“dof«ndant pool von nodal and Joan 
Ivoy, a BML-fttlanta saplopoo who wan prantod imnini^* 
tostifiod that thoy bolisimd that officials in Mens wore 
awar* of BMtr-htlanta*s inwolwonont. with Xra^ — tostiaony 
tb* ceoxa feoad erwUbla. MT. Von wodol also tostifiod that 
Mr. otopeol had rognlar aoeoss to Dr. aiaooao Voddo, tho 
dlraetor gsnstal of Bn. that Mr. Dro«oiil not with Mr. 
Monaco, a ML official, in BoBbdod. and that Mr. 

norlo. anothar aanier ML official, verbally approved oorly 
eee leans to mq. 

») Mr. Dropool's first attomoy. xboodoro laMland. 
oxodJbly that ssvoral Individuals involved with 

a 
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tb* allagaaiy ttandnlmt tmiMetlem t«M Ua that 
eCfleUls ia Rom me* awara of tha ttaiuaebian and la fact 
had la thaUr peasassioa oaa ot tha allagadly fvaudulaat loan 
ag r ao a a n ta (im-4) . 

10) hs tlM ^letia* ia this Mttar, hht aona aay ba 
abla to raeeoar $1-3 bllllea ia unpaid coc-badtad loana to 
tha Iraqis. 

11) Mkon aotifiad ot tha huguat 4, 1000. raid, Mr. 
Orogoul ratumod iaaadlataly to tha hhitad Stataa, laariay 
his family la rtaaea. Ba aot with MIL offioiala in Vaw 
Yotfc, vaa fumiahad aa attacaay ube «aa to ha paid by Um 
baali, and eontianad aa aanagar of tha Atlanta branch for a 
waak. 

U) Mr. bcogoul'a ehiaf M o t o r at MIL ia l90$-a7 
ratirad froa an ia 1007 and b ao aM a ooaanltant at Bntrada, 
a dafandaat ia this com and a paxtieipaat ia tha aehoM. 


also 


to a MMhor of pcallninaxy 
*o iavostigatiaa of this 


COM. trlaacSly* tho court ooMludM that p Booae nt ora 
fallad to In aaa tl pa t o aorioaoly idMthor MRHbaM Inow of 
dafoaiaat Hsogool'a aetiaitlM. ibis fallaro, couplad with 
or proaobad by tha lasolaaMat of oUmt dopartaoots of tha 
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BNL*RpB0 Of conplicity in tho Atlanta branch loans to Iraq. 
Tha Court notes: 

1) High*Ieval officials in the Justice Departaent and 
the state Departnant net with the Italian aabassador to 
discuss the case. They appeared to help steer this ease and 
gave support to BML-Rone’s position that it was a victia in 
this natter, assuring the aabassador that there "would be no 
surprises" for the Italians* 

a) The Justice Department cancelled investigators* 
necessary tripi to Italy and Turkey, where they intended to 
interviw bank officials and others with knowledge of the 
transactions and scheme* 

3) The Italian aabassador net with then*Attoxney 
General Richard Thornburgh in spring 1990 and told him that 
inerininhtlng BRIrRone in these transactions would be 
tantanount to "a slap in the face" of the Italians, and would 
not be understood by the govemnent of Italy. 

a) The Xooel p r o se cutor in tnis sattsr xoooivsd one or 

Mr* highly ubbsimI and inapproprlat* t*l*phon* etlls froa 
th« hhlt* Boum Office of lag«l Ocoas*! about tbi* c***, 
th* potautlal *abarr*a«Miit l«v*l of th* ea**. 

S) Th* draft ladietMBt vu d*lay*d by th* Jtstic* 
Oapaxtaant fr«a aarly 1990 until th* and of th* Mlf 
Mwuary 1991 alBoat on* yaar* hl*a« th* plaa bargaia in 
uhloh Mr. Orogaul agxaad to plaad guilty to only M eeunts 
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rather than 347 and Inltiatad by an assistant prosecutor 
when the chief prosecutor was out of the city sffectivoly 
silenced Hr. Drogoul who had announced his Intention to saXe 
a full disclosure at the plea hearing. 

6) The Covemsent failed to produce and, apparently, 
made no effort to bring in any knowledgeable hank offioials 
frost Rom — including Pedde, Guadagnini, Konaco, Florio — 
for the sentencing hearing* 

7) The Coverittont failed to interwisv Hafai Dajani, 
despite evidence of his substantial involvement with the 
scheae, when he was in Atlanta and had agreed to meet with 
the prosecution* Hr. Dajani, who has ties to the Xing of 
Jordan, was not indicted. 

a) Investigators were blocked by the Departaent of 
Agriculture from interviewing Iraqi officials who were in 
the united States negotiating COC guaranties and later were 
prohibited froe travelling to Iraq to interview potential 
co-^nsplrators and witnesses. 

s> In early 19S0, Atlanta prosecutors eat with SHL-Roae 
lawyers, discussing the bank's position as a vietis. 

10) The Aserican Asbassador to Italy notified the 
Secretary of Stats, Justics D^artsent and others in the 
fall loss that Mil's sanagsseiit was worried about the 
prosecution of tbs case and wanted it raised "to a political 
level* and to achieve *daaage eontrol.* 

U 
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11) Matrix Churchill, an Iraqi front company that was a 
claarinqhousa for vaapons procurenent, was not indictad, 
although ona of its officars vas* 

12} The Govermant has provided no credible explanation 
for its failure to indict Wafai Dajani, Matrix Churchill, 
EnKa# and the central Bank of Iraq. 

C. Intelligence agencies 

The Court also tentatively concluded during the course 
of the hearings that it is likely that the United States 
intelligence agencies vere aware of BHL-Atlanta*a 
relationship with Iraq. For exaaple: 

1) The Central Intelligence Agency did not respond to 
repeated requests free the Court concerning CXX )oiovledge of 
and involvcsent in the activities of the Atlanta branch. 

The agency *s earlier response to the carefully crafted 
Septesber 1, 1952, request froa the Acting United States 
Attorney was evasive and concerned only knowledge of and 
i^olveaent in unsutherized funding. The CIA continues to 
be uncooperative in atteapts to discover information about 
its knowledge of or Involveaent in the funding of Iraq by 
HML*Atlanta. 

2) The raw intelligence reports indicate an awareness 
of extensive funding of Iraq by BKIrAtlanta. 

3) There wee no explanation as to the intelligence 
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eoBaunity^fl av«r«aess or lack of avarenesi of BHL-Atlanta*e 
rolo la funding tha Iraqi Bilitaiy build-up daapita 
oKtanaiva cabla traffic batwaan Baghdad and Atlanta and 
aavaral tripa to Baghdad by Orogoul, including ona to an 
Iraqi ailitary fair attended by u.s* officials, such as tha 
O.S* Aabassador* 


D. Qasaifiad Infomation 

Tha Court is also conoamad that tha local prosaeutors 
lacked access to classified inforsation which nay have 
provided evidence on Isportant alanants of this case. The 
Septaabar 17, IBSa, latter fros tha CIA to tha local 
prosecutors shows that tha CXA was not forthconing with 
inforsation it say have about tha transactions at issue in 
this case — tha one area of classified inforsation sada 
available to tha Court supports Hr. Drogoul's contention 
that his superiors approved of his activities. While tha 
court is wall aware that there say be classified inforsation 
in support of tha eeramsant^s thaory of this case, tha 
Court is coDoamed that tha prosecutors say have bean 
blocked by agencies with political agendas free developing a 
full picture of this affair. This is particularly troubling 
in light of the fact that this inf oxsation no longer seaas 
relevant ta national aacurity and that, even if it ia, there 
are prooaduraa throogh which tha CIA, and other aganciaa. 


is 
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can aak* elaasifiad inforaation availabla without revaaling 
sourcas and aathoda* 


XV. eevcuwxoa 

Tbasa are vrava qaaatlens as to how the prosacutors 
■ada thair daelsiona In this easa — both as to the natura 
of the eharves and trttoa to prosecute. It is apparent that 
decisions ware sada at the top levels of the united States 
Justice Dapartsant, State Dapartsant, Aurieultura Dapartsant 
and within the intallipanee connnity to Shape this case and 
that inforsation say have been withheld fros local 
prosecutors saakinu to investigate the case or used to steer 
the prosecution. Purtharsora, the httom^r General's 
exceptional refusal to grant the Congressional request for 
an independent counsel in itself raises conoeAs for the 
Court about the Govamsent's l^rtialitqr i» handling this 
eastta 


Aceordinglyf this Court again strongly reeoasends that 
sa psoseeutor be nased to investigate this 

aether, the Court also reeoasends that the trial of Hr. 

Dcogoul and the sentencing of the other defendants in this 
case be postponed to enable the united States GovemaMit to 
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UNITED STATES DISTRICT COURT 
NORTHERN DISTRICT OF GEORGIA 
ATUNTA DIVISION 


UNITED STATES OF AMERICA. 
Plaintiff. 


niEOWCiWK’Sorn* 

O.S.O.C. M»rm 


LUTHER a, 

Bf. 


CRIMINAL ACTION 
l:91-cr-78*KKS 



AMEDEO DaCAROLZS and 
THERE8E NARCELLE BARDEN, 
Dafandanta 


UNITED STATES OF AMERICA, 
Plaintiff, 


V. 

LEIGH ANN NEW, 
Dafandant 


CRIMINAL ACTION 
xt9i-er-aa-MHS 


UNITED STATES OP AMERICA, : 

Plaintiff, I CRIMINAL ACTION 

V. : ls91-cr*S9*MKS 

PAUL VON WEDEL, 

Dafandant 


UNITED STATES OP AMERICA, 

a 

a 


Plaintiff, 

: 

CRIMINAL ACTION 

Vg 

a 

a 

l!91-ero;i2S-)On 

THOMAS MOBLEY FZEBELXORN, 

a 

• 

. . t;' • • 

Dafandant 

• 

■? 


fiBBU 



This Battar is bafora tha Court on tha motions of each 
of tha dafandants for a downward dapartura from tha 
santanoing guidalinas. Earliar tha Court considarad and 
rulad on tha various obj actions to tha prasantanea raports 
and datarminad tha appropriata offansa laval for aaeh 
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defendant. Because of the absence of any prior crininal 
record, each defendant is in Crininal History Category I. 

On August 19, 1993, the govemnent in a sentencing 
aenorandun advised the Court that it will nove for a 
downward departure pursuant to f 5X1.1 of the Sentencing 
Guidelines for defendants Von Wedel, New, and Decarolis, and 
reserved the decision whether to make a similar motion on 
behalf of defendants Fiebelkom and Barden. The government 
also advised the Court that it does not oppose a downward 
departure for defendant Barden based on her extraordinary 
family situation. 

While the government's new position makes this court's 
task of imposing a fair and appropriate sentence far less 
burdensome, the extent of any downward departure is governed 
by considerations which go beyond defendants' cooperation or 
individual family circumstances. 

The Court has reviewed considerable material, including 
National security Agency reports; C2A documents prepared by 
the Directorate of Information and the Directorate_of 
Operations; the book of 29, which includes 29 documents from 
these agencies determined by the government 
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to bo diocovoroblo by dofonso; tho oo-eollod block book, 
which eonoioto of o torioo of Stoto Doportoont nonorandoi 
Notional Saeurity Council raporta and nanoronda, and Oaf ansa 
Intalliganea kganey eonfidantial and unelaaaifiad eablaa and 
inforaation (tha black book was not furniahad to dafanaa 
eounaal aa tha infonation ia aubatantially a duplicata of 
that furniahad in tha fom of auniuiriaa and tha book of 29) ; 
tha aavaral raporta of tha Italian Sonata Covaiaaion 
involving thia aattari tha diary of P. Oi Vito, an official 
at BHLi tha CIA raport of tha invaatigation of ita handling 
of BNL-ralatad aattarai tha Sonata Salaet Comittaa on 
Xntalliganca ataff raport on tha involvaaant of United 
Stataa intalliganea aganciaa in tha BNL affairi tha 
aunariaa of elaaaifiad inforaation praparad by tha 
govamnant and furniahad to dafanaa eounaal;^ tha taatiaony 
during tha thraa<-waak aantaneing hearing of defendant 
Chriatoi^ar Dregouli and tha varioua aidiibita introduced 
during that proeaading. 

Tte prapondaranca of tha avidanea wall aupporta thia 
court^a eoneluaion that SHL-Pom waa not a victim in thia 
caaa. Tha avidanea of CZA knovladga of tha actlvitiaa of 
SNL-l te ai a and anti-Atlanta prior to tha-Auguat Itat raid of 

^ Thaaa auaaariaa rapraaant information from tha NSA and 
CZA deeumaata that tha Court datarminad to be diacovarabla by 
tha dafanaa* 
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BKL'Atlanta is lass persuasivs but clearly troublesonc. 
Either the CIA knew of the activities or the CIA failed to 
detect a five-year international deception and large-scale 
illegal financing of arms for Iraq through a small branch 
bank in Atlanta, Georgia. That determination is not 
necessary or appropriate for this Court. The Court does 
conclude that this is an appropriate case for a downward 
departure as to each defendant and will grant defendants^ 
motions in part and will also grant the government's motions 
for a downward departure for substantial assistance and will 
consider defendant Barden's extraordinary family situation. 

Background 

This case arises out of a loan scheme stretching across 
continents and cultures, involving weapons merchants and 
multi-national banks, and implicating governments. In 
February issi, Christopher Drogoul, the branch manager of 
BNL-Atlanta and the alleged mastermind of the scheme, was 
named, along with an Iraqi Bank, some foreign nationals, and 
several of the above-named defendants, in a 347-count 
indictment. The indictment centered on charges that Mr. 
Drogoul, the branch manager, defrauded BHL over the course 
of several years by engineering billions of dollars in 
unauthorised loans to Iraq and other nations. A nximber of 
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these loans were backed by the U.s. Department of 
Agriculture's Commodity Credit Corporation C'CCC") . 


Since the raid on BNL's Atlanta office in 1989, the 
scandal has sparked investigations across the Western world. 
Several committees of the United States Congress opened 
investigations into this natter , commissions of the Italian 
Parliament have explored the scandal, and aspects of this 
case were raised at a trial in England. 

In September 1992, this Court presided over Mr. 
Drogoul's three^veek sentencing hearing, which followed his 
guilty plea to sixty counts of the indictment. The Court 
heard detailed testimony on the loan scheme, international 
money markets, and the organisation of BNL. The hearing 
ended during Mr. Drogoul's testimony when the Government 
announced that it did not oppose Drogoul's motion to 
withdraw his plea. The Court granted Drogoul's motion and 
later granted the Government's motion that the Court recuse 
itself. Mr. Drogoul is scheduled to go to trial before The 
Honorable G. Ernest Tidwell on September 8, 1993. These 
defendants, each of whom has pleaded guilty, have been 
awaiting a resolution of their involvement since the summer 
of 1989 — four years. 
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Evidence and standard 

Whll« the information and evidence reviewed by the 
Court are of uneven reliability and occasionally recount the 
hearsay statements of unknown informants, the Court has 
sifted through the information to make reliability findings 
and has considered only that information which it has found 
to contain "sufficient indicia of reliability to support its 
probable accuracy." U.S.S.O. S 6Al.a(a). In sentencing, 
the Court is permitted to rely on information that would not 
be admissible under the rules of evidence in a trial. 
"Reliable hearsay evidence may be considered. Out*of«court 
declarations by an unidentified informant may be considered 
^vhere there is good cause for the nondisclosure of his 
identity and there is sufficient corroboration by other 
means.'" Policy Statement {quoting United States v. 

Patico . 579 F.2d 707, 713 (2d Cir. 1978)). 

The Court also notes that while no single piece of 
information or evidence standing on its own would support 
the Court's conclusions, when taken as a whole, even in 
light of the Government's conflicting information and 
argument, the information more than adequately and credibly 
supports the court's conclusion that the defendant employees 
of BSL-Atlanta with their personal agendas and paltry 
rewards were pawns or bit players in a far larger and wider- 

s 
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ranging sophisticated conspiracy that involved BNL-Roitie and 
possibly large American and foreign corporations, and the 
governments of the United States, England, Italy, and Iraq. 

It would be the height of hypocrisy to sentence these 
defendants as if this were a simple case of wrongdoing by a 
branch bank's employees, the sort of fraud contemplated by 
the sentencing guidelines. The Court's conclusions are 
supported by the following credible evidence:^ 


Evidence supporting Court's conclusion^that BNL was aware of 
fche activities of the Atlanta branch 
1. BNL's relationship with Iraq 

* BNL is one of the largest banks in Italy, and the 
bank has a longstanding relationship with Iraq. 

* In the early 1980's, BNL financed a number of 
Italian exports to Iraq, and Iraq helped BNL during a 


^ At request of the Government agencies that produced this 
information, the Court, for security reasons, has not 
identified the specific document and source of the information 
from which it has drawn the facts set out below. The Court 
will provide the appropriate authority under seal at the 
request of the parties. 

Also, defendant Von Wedel filed motion under the 
Classified Information Procedures Act (**CIPA") § 6(e)(2)(B) 
requesting a finding against the Government as to the truth of 
certain information in the classified materials because the 
Government has refused to produce the name of the sources. 
For the purposes of the do%mward departure, the Court is 
finding that this information is credible and accordingly 
DENIES AS MOOT defendant Von Wedel 's motion. 
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liquidity crisis in the 1970 's* 

* Xn late 1987 « BNL*Rome helped finance a transaction 
for construction of a sewage plant in Iraq. 

* BNL was well-known, as were many Italian 
institutional for its political spoils systea. Menbers of 
the Italian parliament believed that U.8., Italian, and 
Iraqi officials received kickbacks from these deals. At the 
bank, commissions sosetimes amounted to five percent of any 
deal, other sources said that BNL officials received eight 
percent kickbacks. 

2. BNL continued to do business with Iraq after the 
Iraqis were implicated in the scandal. 

* BNL-Rome honored several letters of credit issued by 
the Atlanta branch to companies for carbide cutting tools 
(often used in the manufacture of weapons) , and BNL-Rome 
participated in the financing of an Iraqi petrochemical 
plant. 

* It remained Iraq's correspondent bank for Italy. 

e Intelligence sources stated thet the BNL*Atlanta loan 
scheme was only a continuation of this long-term 
relatienehip. 

2. Bvidenee of BNL's knowledge. 

* A branch of BNL in Udine, Italy referred an Italian 
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stetl company to BNL-Atlanta for financing of an Iraqi 
project. An official from the Rome office of BNL had 
personally handled the natter, advising the company to use 
BNL^Atlanta, because that branch handled the bank's Iraqi 
business • 

* In 1989, General Motors sought financing for an 
autonobile deal with Iraq from BHL in Rome and Toronto. 
BHL*»Atlanta extended credit for $154 million to finance the 
transaction. The financed automobiles verq sold at almost 
double the unit price. No explanation is available as to 
the $75 million overcharge or who benefitted from it. 

* In January 1990, a CIA employee concluded, based on 
general intelligence reports and publicly available 
material, that managers at BNL*Rome were involved in the 
scandal . 

* A source fros the legal department at the bank is 
quoted as saying that the transactions from BNL^Atlanta were 
authorised and directed by the Italian government and under 
instructions to make it appear that the transactions were 
controlled exclusively by BNL-Atlanta. 

* others speculated that the loans could not have been 
made without the tacit approval of the BNL Rome office, and 
Western bankers assumed that BHL's headquarters knew of^he 
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lp«n schrap und«r way in Atlanta.’ 

* Tha BHL affair vaa conaidarad by aoma aoureaa to ba 
part of an aoknowladgad eooparativa atratagy to aupport Iraq 
to anaura ita victory in tha Zran-Zraq war. 

a Ztalian traaaury aacratary Carl! raportad to tha 
Italian Sanata Comsiaaion that thraa BHL-Kona aaployaaa aay 
hava known about tha unauthor i sad landing in Atlanta. Ka 
alao aaid that tha infomation of BMt*Atlanta'a aetivitiaa 
should not hava alippad through tha bank 'a controla. 

*Sanior BNL of fielala vara indietad and latar eonvietad 
for thair involvaaant in ama aalaa to Zran. 

*Tha Ztalian aabaaay in Zraq vaa undar auapioion of 
eoaplieity in tha BHL vattar. Tha nilitary attaeha 
cosDBittad auicida shortly aftar tha raid, and ha vaa runorad 
to ba ralatad to tha aeandal. 

a An ztalian parliaaMtary coniaaion inasd^ar atatad 
that tha invaatigation ahovad that Drogoul vaa **no Iona * 
wolf.” 

* Tha fomar haad of BHL' a North Anar lean oparationa. 
Dr. Luigi Sardalli, providad oradibia taatinony that aanior 
officiala in Rona approvad or had kiiovladga of Mr. Drogoul 'a 
aetivitiaa* 

* Sardalli's lattar criticising defendant 'a- aetivitiaa 


’ A U.a* intalliganca aourca found that thia infomatlpn; 
eonfimad prasa reports about BHL knowladga of tha aeandal. 
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was never delivered by the auditor to officials in Rone. 

* Instead of auditing or investigating BKL-Atlanta« 
BNL-Rone officials elected to investigate Dr. Sardelli, who 
appears to this Court to be the only "straight shooter" in 
the organisation. 

* BNL-Rome was an extrenely political organization, 
operating more as an agency of the Italian government than 
as a bank. 

* Dr. Sardelli voiced his frustration with BNL«Rome in 
testifying that the BNL-Rome officials sent to the United 
States to investigate the Atlanta branch after the raid were 
the officials vho should have been investigated. 

* Co*defendant Paul Von Hedel and Jean Xvey, a BKL- 
Atlanta employee who was granted immunity, testified at 
Drogoul's hearing that they believed that officials in Rome 
were aware of BNL*Atlanta's involvement with Iraq — 
testimony the Court found credible. Mr. Von Wedel also 
testified that Mr. Drogoul had regular access to Dr. Giacomo 
Pedde, the director general of BNL, that Mr. Drogoul met 
with Nr. Monaco, a senior BNL official, in Baghdad, and that 
Mr. Florio, another senior BNL official, orally approved 
early CCC leans to Iraq. 

* Senior officials in Rome signed onto some of the 
loans made by BNL^Atlanta to Iraq, at the request of the 
Iraqis. 
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* From Mrly in the invest iget ion, BNL's lawyers and 
Italian officials urged that this case be raised to a 
political level. 

Connections with the weapons network 

Katrix*Churchill, an Iraqi front company and a major 
component of the arms procurement network, was a major 
participant in the BKL-Atlanta scheme. The CZA became aware 
that Matrix^Churchill was an Iraqi front company in 19i7. 

Ko CIA reports indicated a relationship with BKL-Atlanta. 
Later, in a criminal proceeding in Great Britain, it was 
confirmed that two employees of Matrix*Churehill, one of 
whom was a director, Paul Henderson, were sources for 
British intelligence. The charges against the two men were 
dropped. 

BNL-Atlanta was reported to have provided financing for 
major parts of the Iraqi procurement network, involving such 
companies as Space Research Corporation, Lear Fan, the 
Ztalian Xndeco Baratuol, and Katrix-Churchill . BNL*Atlanta 
was reported to have helped finance large parts of the 
Condor ZZ missile program, a joint program of Iraq, Egypt, 
and Argentina. 
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Avarenest of U.S. Intel lioenee eommunltv 

Th« CIA had non*publlc information from various 
sourcaa^ about BNL and BNL-Atlanta landing activities, 
though not information that they were unauthorized. 

Mlaeallanaou. Cov.rnm.nt Information 

Xn the fall of 1989, shortly after the raid on BNL- 
Atlanta, there were a number of contacts between the 
prosecutors in the case and the federal agencies involved in 
the decision to approve new agricultural loan guarantees for 
Iraq. The Atlanta prosecutors net directly with 
representatives of the Agriculture Department. There were 
at least two telephone calls from a junior attorney in the 
White House counsel's office to the chief prosecutor in this 
case; the calls sought information concerning the case in 
connection with the decision to approve loan guarantees. In 
the spring of 1990, the prosecutors and investigators were 
invited to Washington on at least one occasion to discuss 
the case with National Security Council staff members and 
other administration officials concerned about the approval 
of a second tranche of loan guarantees. Later, in September 
1990, the chief prosecutor and chief investigator on the 
'-case were part of a Justice Department delegation which met 


^ At the request of the Government intelligence agencies, 
the Court does not identify these sources. 
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with the ZteXian anibaseador to the United States, who argued 
that BHL was the victim of a "terrible fraud." 

During a Hevamber 1989 meeting of the Kational hdvieory 
Deputies Committee, certain officials reported that Iraq had 
not been implicated and that the scandal appeared to involve 
internal BNL matters. Some high-level members of the 
Sxeeutive Branch wanted to continue the CCC program with 
Iraq, arguing it was essential to the U.S. relationship with 
Iraq. 

* Following the execution of the search warrant and the 
implication of the Iraqis, ths United States Government, 
particularly its foreign policy branches, continued to push 
for granting agricultural credits to Iraq. 

* A generally reliable source believed that BNL- 
Atlanta could not have operated without the Icnowlsdge and 
acquiescence of the Federal Reserve Board, the Department of 
Agriculture, and the commodity Credit Corporation. 

* After 19SS, the Exim bank maintained a rotating, 
short-term $200,000,000 facility for Iraq; it was the only 
listed country receiving Exim coverage. In January 1990, 
President Bush signed a waiver of sanctions to permit the 
Exim program for Iraq to continue through 1990. The United 
States also determined to release $500 million in CCC 
guarantees with the possibility that another $900 million 
would be released later. 
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* A U.S. Governnent memorandum prepared for the 
Executive Branch urged continued approval of the CCC program 
for Iraq, but acknowledged the improbability that Iraqi bank 
officials were unaware of kickbacks, deeply discounted 
interest rates, and other gross irregularities in the 
program. The U.S. Government was also aware that there were 
allegations bf double and triple overpricing of some 
commodities, diversion and transshipment of commodities, and 
that CCC financing had been used for goods that did not 
originate in the United States. 

Pi Vito Diary 

Attorney General Richard Thornburgh met with the 
Italian ambassador at a White House dinner. The ambassador 
pushed the idea that BKL was a victim and said 
incriminating BHL would be seen as an insult to Italy. 

Overruns by BNL-Atlanta from 1986 were signaled to the 
North American office of BML by the foreign credit office of 
the bank. 

A number of new transactions, after the raid, between 
BNL-Rome and Iraq totalled more than $228,000,000 as 
outlined in the July 31, 1990 confirmations. 
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Saaelfle Findlnaa 

Thes« ractual findings support the Court's downward 
dsparturs for ths following rsasons. 

Ona, ths Court finds that thsro is substantially 
raliablo avidanes that tha allagad victiii in this easa, BHL- 
Rom, ancouragad dafandants to act as thay did and supariors 
at tha bank vara in fact complieit in tha schaM. Tha 
dafandants saw thair suparior, Mr« Drogoul, rawardad for his 
acts, and could reasonably concluda that tha bank approved 
of thair acta or was dalibarataly ignorant of thair 
activitias. 

Saetion 8X2.10 of tha Ssntaneing Guidalinas providas: 

Xf tha victiR's vrongfol conduct 
contributad significantly to provoking 
tha of fansa bahavior, tha Court My 
raduca tha santanca balow tha guidalina 
ranga to raflact tha nature and 
circuBStanca of tha offanM. 

O.i.a.O. I 5X2.10. Downvardl daparturaa ralying on thia 

aaction usually involva cases of a physical assault and tha 

policy statsMnt provides that tha aaction is usually not 

"ralavant in tha contaxt of non*violant offansas." JUL. 

Maithar tha guidalina nor tha coaMiitary, hovavar, prohibits 

tha saetion's application to a fraud com, and tha fraud 

guidalina claarly eontanplataa that tha vietta of tha fraud 

was not coaplicit with tha allagad fraud. faS f xrx.l* 
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Th« Court has considarad tha Governnent's argumant that 
S 5X2.11 applies only to victim conduct that orovokad a 
defendant 'a offenses. The Court finds, however, that it is 
within this Court's discretion to consider the victim's 
conduct throughout the course of this schente in departing 
downward, and the Court concludes that this conduct 
permitted and encouraged the scheme. This conduct does not 
fit neatly in the category set out in f 5K2.11, but clearly 
this was not a pattern of conduct considered by the 
Commission in formulating the guidelines. 

The evidence of BHL officials' knowledge of these loans 
and of the loans' role in international finance suggests 
that these defendants were merely functionaries in a scheme 
that benefitted the management of BNL and furthered the 
foreign policy of the United States and Italy. CCC loans to 
Iraq continued to be approved at the highest levels of the 
United States Government long after the scheme was 
uncovered, and BKL*Bome continued to do business with the 
Iraqis and other entities who had participated in the scheme 
"to defraud" the bank. The Di Vito diary lists in detail a 
total of $ 226 million in new loans by BHZi-Rone to Iraq 
following a July 26, 1990 conversation. (Di Vito diary, 

July 91, 1990.) 
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TWO, d«pftrtura Is proper bscsuss the of fonts lovol is 
sxsggorotod by the dollar valus involved in the schene. 
There is little evidence that defendants' activities vers 
the factual or proximate cause of the loss.* As recounted 
above, defendants' roles vers a minuscule part of the 
offense, and the offense level "bears little relation to" 
defendants' role in the offense. United Statea v. Pestreno. 
936 r.2d 661 (2d Cir. 1991). Indeed, it is difficult to 
pinpoint the cause of the "loss'* in this action. Vntil the 
Gulf War intervened, Iraq had continued to make payments on 
many of the loans extended. On other loans, however, Iraq 
had defaulted. The amount of loss caused by these 
defendants, then, "is covq^lieated by considerations of 
multiple causation." united states v, Crecorio. 956 P.2d 
34X (1st Cir. 1992) (permitting a downward departure for 
"multiple causation"); United States v. Schneider. 930 F.2d 
955 (7th Cir. 1991); United States v. Tapp . 951 F.2d 521 (3d 
Cir. 1991). Mere Important, the role these defendants was 
trivial in relation to the scope of this scheme. Also, as 
recounted above, the victims' conduct likely led to an 
increase in the amount loaned and the amount lost. This 
combination of causes talees the defendants outside the 
"heartland" of the fraud guideline and makes these eases 

’ The Court notes that several of the defendants objected 
to the amount of the loss as stated in presentence reports. 
Others, inexplicably, did not. 

is 
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appropriate for a downward departure. 


Finally, the Court concludes that a downward departure 
is appropriate because there is simply no way the Sentencing 
Commission could have considered the vast range of conduct, 
that is relevant to this case, dwarfing these individuals' 
involvement. Neither this Court nor the public is likely to 
know the underlying motivations and purposes of the scheme 
that touched the branch bank, but it is clear that this ease 
and all its permutations are unlike any set of facts covered 
by the mathematical formulas of the sentencing guidelines. 
Accordingly, a downward departure in this ease is 
appropriate. 


The Court GRANTS the motions for do%mward departure. 
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BNL Internal Audit-Related Documents 


The intent of the enclosed documents is to demonstrate that 
BNL-New York was aware of the irregularities of the Atlanta office 
prior to the August 4, 1989 raid. 

Chronolog ical Listing Summarizing Documents 


02/04/87 Memorandum to Renato Guadagnini, Executive Vice President 
and Regional Manager for BNL-New York, from Vito Cannito, 
BNL Vice President, outlining the violations of bank 
procedure revealed in an examination of the Atlanta 
office of the BNL for the second quarter of 1986. 

10/03/88 Letter to Christopher Drogoul, First Vice President and 
Manager of BNL-Atlanta, from Luigi Sardelli, Executive 
Vice President and Regional Manager for BNL-New York, 
addressing the irregularities reported in the memoranda 
by the BNL Regional Auditor because of ”the magnitude of 
the amounts involved and the seriousness of the findings” 
at the Atlanta office. 


10/06/88 Letter to Luigi Sardelli from Christopher Drogoul in 
response to the concerns raised in the October 3, 1988 
Sardelli letter. 

12/22/88 Audit Report to Luigi Sardelli from Louis. Messere, BNL 
Vice President-Chief Internal Auditor, citing specific 
recommendations to insure that BNL-Atlanta adheres to 
proper loan controls. 

07/26/89 Letter to Christopher Drogoul from Louis Messere and 
Pietro Lombardi, Regional Manager for New York, 
transmitting the report of examination (follow-up to 
September 2, 1988 audit) of the Atlanta office in which 
a review was undertaken to evaluate corrective actions 
taken since the previous examination. 


07/27/89 Letter to Christopher Drogoul from Pietro Lombardi citing 
criteria that needs to be implemented in response to the 
July 26th report of examination. 
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522BiZISZ' BMgLTR OT AVPITiNd thk x tumtx 

• X h«v« «»miMd th« £ln4noUl Mcordr o« th* Rtltnt* 

Ag*noy ti ot the elose o£ buaia«ia Juaj 6, 198«. Thm r.port 
Which fpllowi lnolud«8 the remltt o£ the eubjeet exMiiaetioa 
toflether with the verlfloetion pcoceduree uied in the conduct ot 
th« «3caminatione 


Scope of the Rxeniinii»<.^.^ 

The eeope of the exuniaetion Inciuded e review of the 
finenoiei record*, confinneUon of outetendlng leene end fund* 
borrowed, exemioetloa of beak reoonoUenent*, verlfioetlon of the 
eooureoy of latereet end oxpenie eceruele, end e cenerel review 
of intomjil eoatrole 


Suawerv of Fladtna. 

me review of the finenoiei position shewed continued 
growth in eeraiags end in totei. eseete. 

Review of the funding of the ieen portfolio et the 
exeniaetioa dete shewed thet neturing deposits end borrowings 
exceeded neturing loeas by S67,4I4,39C end the euthorised Unit 
by $43,484,396. 

Th« ma^tiring 4«po«it« borrowing* for tho 

•lac month ^period. ••ading^ with tho gxlndnAtlon d 4 t« oxcegdod th« 
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Hanortndum - Mr. Rcoato OuadAonini 
Atlanta Audit - »aoa 2 
rabruaty 4, 1947 


authoruad limit oe W2.S00,000 by $l0.40i,09V. thia va. aubaa- 
V»ntly oorracUd by abtaiaiag •„ inotaaa. m tha ii«4t to 
$25,000,000. >' 

rbm aoeeimt with Morgan a«..«.ty *r«.t co. w.. ovar- 
drawn on Morgan'a book, by $3. 1$S, $95.27 duo to a non-racipt of 
a eradit for 94,400,000. • . 

Sena Intamal control daflolaneiaa waro notad. 


lifvtfw of rinanelal 

Xha nat profit of tha branch wa. up by 9536,771.00 aa 
of tha eloaa of buaiaaaa on tha anaaination data ovar tha eonpa- 
rabla data in 1915. A $4% ineraaaa in aaaata ovar tha prior yaar 
and a lewar intaraat eoat of berrowad fund. war. raaponalbla for 
tha hlghar aamlnga. 

Intamal eontrol «av««w 

A gaoaral ravlaw of Intamal control waa oada during 
tha eourao of tha ananination. Controla raviawad appaaxad to bo 
adavuta, although tha following dafiaiaaeiaa worn notad. 

Oaaeriptiona on accounting antriaa naad Ijipcovaoant to 
clearly explain tin nature of tha antriaa. 

It waa notad that aoeounting antriaa wtra baing ehangad 
in tha cemputar entry reen by tha data input olark. She ehangaa 
ware not initialed by a auparviaor and no a«pia,y tt<Mi on 
tha entry to juatify tha oh^nga. 
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.. .w/iu m - Mr. Raatte Ouategnlni 





TtM Affoey M«iws«Mat prenlsad that oorraotiva action 
^Id ba takan. 


m rr” V"Hi 

navlaw of tha raaonellaaaata of all bank aecounta 
ibowad that thay *Mira baia«' praparad on a -tiinaly baaia and al. 
raeeneiliag itaaa vara tacalving attantiea. All raceneilamanta 
w«ra bain« raviawad on a eontlnueua baaia for control purpoaaa by 
tha oparatlona effioar. 

The account with Morgan Ouaranty Truat Conpany waa 
evardratm by $J,1«5, *93.27 on tha books of Morgan Ouaranty Trust 
p.«y at tha laat raconcilaioant data (May 31,- 19M) prior to 

tha asasdnation data. 

lha evsrdraft was craatad by the non-racaipt by Morgan 
ef a oradit fron tha Bank of California in tha anount of 
$4,400*099 and non-raoaipt of $S*3,494.S3 in paynants by Banqua 
•asB. Tha funds troai tha Bank of California wara raoaivad on 
Juna 2* I9«f oUaring tha ovardraft. 

confitMtion of tha balanoos on daposit with aaoh 
dspoaitory bank was raquastad as of tha eloaa of businass May 31. 
1$M. Tha "rasults obtainad ara includad in tha conflnBaUon 
auiwoary of this raport. 
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Nenorandun - Nr. Renato Ouadagnini 
Atlanta Audit - Paga 4 
fabruary 4« 1987 


toylaw of tha Loan PartPolla 

Tha lean portfolio and tha nlatad funding waa ravlawad 

during tha couraa of tha axaalnatlon. Tha atruotura of tha loan 

portfolio ifl shown in tho following oonpArativo suimAry of 

positions ocQurring on tho oxsminstion dstss spooifisd. 

(000 omittsd) 

United States 
Mexioo 

Oreeoe 

Spain 

Czeohoslovakia* 

Yugoslavia 
Portugal 
East aemany 
Iraq 
England 
Turkey 
Israel 
Indonesia 
Hungary 
Egypt 
Italy* 

Korea < 

Romania 

ISnpOSSpfOl l4SOaSO2a04O 


ilSTTRITJiJ 

88,748,538 


2,714,83$ 

57,988,433 

49,966,248 

162,431,898 

101,891,911 

3,268,853 

40,486,111 

24,352,968 

309,619 

5,390,045 

20.848.aaa 


46,438,475 

636,269 

749,481 

4,291,99$ 

30,883,789 

56,697,423 

7,009,304 

11,477,473 

250,000 

73,864,741 

11,289,133 

81,942 

30,849,794 


Tha ineraaaa of 63% la tha loan portfolio waa Balnli 


dua to Coanodlty Cradlt Corporation flnaaolag traaaaetlona wit 
2xag. Thaaa traaaaetlona aaeuatlag to aa Ineraaaa o 
8190,954,435 evar ^ aaouat eutataadlng at tha pravleua axaniaa 
tlon data ara 90% aaeurad by tha eennodlty Credit Corporatlo 


(C.C.C.). 


paynaata dua from Banqua MZSB anouatlng to 8563,494.9 
ware paat dua at tha data of tha axaminatloa but wara raealv* 
aubaaguantly . 


328 



239 


Kcnocandum - Hr. Kaiuto Ouadaonini. 
Atlanta Audit - Va«« s 
rabruary 4« 19A7 


n 


Tha Atlanta Asancy la autherliad to grant and appreva 
llnaa of eradlt up to $7SO«000.00 vhlla tte Raglenal Managamant 
uHlch auparvlaaa north AMrloaa Sanka la authorltad to approva 
llnaa up to $4,000,000. All othar llnaa o£ eradlt must ba 
approvad by tha Hoad Mflca In toa. Unaa of eradlts ot eradlt 
to banka ara ravlawad and grantad by tha Haad 0«loa. Leans to 
banks In loralgn oountrlaa which do not hava currant Unas of 
eradlt ara approvad on a transaction by transaction basis by thV 
Haad Office.' 


Oonflrmation raguaata wara mallad to all borrowara as 
of tha oloaa of bualnaas Juno t, 19$$. Hasults of tha variflca- 
tlen of loan balaneaa Is shown in tha Confirmation Sunnaty. 

Raviaw of berrewars acoounts for cillaetlblllty of 
outstanding principal and Intarast showad that all loan accounts 
wer« current at tha •xiBiaatiea data. 


Funds Borrawa<» 

tha Atlanta Aganoy la rsaponalbla to fund thalr loan 
portfoUe by eempatino In tha Money •Markat for funds. Tha Agency 
deals prlBwrlly in tba fodaral funds markat but also has 
arranganants with Morgan guaranty trust Company to supply funds, 
tha Agency may also borrow funds from othar »M& branches whan It 
la advantageous to do so. 

■ranch managansnt monitors' tha average Interest spread 
on loans ogar the cost of funds on a dally basis. 


' 329 



240 


% 

Mmorandui -* Nr* tonato Quadagnini 
Atlanta Audit - Vaga C 
Ftbruary 4, 1967 


ruadi bertoiMd by th* Atluit* Aotaey to fund tho lo«a 
portfolio aaountad to t703,l41,l7d whleb npr*Mat*d a ( 4 % 
inerau* evor tta* fund* borrewod at tb* data of th* pravleua 
•xaaiaatien August 16, l9tS. 

Seuso*B and ameuata of eutataadlag horrid funds at 
tha eleaa of bualaasa Juno 6,’ 1966 ia shewn in t]4 following 
sehodulo. . 


R.Oap Branohaa & 
Jubaidiariaa 

foraign BaiOca 


Juna 6, 1986 


Tarm * $ 30p428p696 

Ovaraight 2S,740p04S 

Tazn lOipSOOpOOO 

Ovaraight 


Somaatio Banka - 9am 

• Ovaraight 

BML XBF - 9am 

Dua to Othar XBF - 9am 

- Ovaraight 


iai»9€7p48t . 
, IpOOOpOOO 

145,500,000 

142 . 949 , 4 aa 

04,500,000 


T/D in rgn Cuxr - Tara 8.333.461 


1763,641,176 


Auquat 16. 196 S 

$ 23,654,626 
5,779,451 

66,500,000 

3,012,619 

76,610,491 


37,100,000 

136,174,229 

75,000,000 

?J?S3^423 

1451,065,039 


Xt waa aotad that tha total maturing dapoaita and 
horrevinga for tha 1*30 day eatagory axoaadad maturing loana hy 
$67,464,396 on tha axamiaation data* 9hia asceaaa waa ahova tha 
authoritad limit of $25,000,000 hy $42,464,396, 

Xa addition tha avaraga of maturing dapoaita ai:d 
borrowiaga for tha aix month pariod ‘anding on tha .anamination 
data waa $22,906,097 axoaadiag tha authoriaak limit of 
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ttameranduoi - Mr. K«a*te — •— 
AtlaacA Audit - y«gu 7 »■«*. 
r«bru«xy 4, 19t7 


912,500,000 bjr 1X0,400,057. Moimygr, th* Aganoy h«d appUad for 
» lueratM la th. Hi.lt to 925,000,000.; n» iaera*.a v«. 
aubaaquaatly graatad. ' 

Ce^lmatloas wot* aallad to all Itadaro o£ funda to 
th# Atlaata Agm- *#omt# of tho vorlflcatlon of outstanding 
bortouinga ar# shorn ia tho eonfixastion awnkarY o« thia rapoct. 

Aeeruad fctaanaai 

Ctrtaia major o^naos sueh as rant, saXariaa, paraon- 
aol axpanaaa, m ao h ina raatala, and naintanahea ara aeoxusd and 
axpanaad on a dally basis. Tha Maaagaaant suthexiias tha origi- 
nal list o£ dally axponaa aeeruals at tha start e£ tha yaar. 
subsaguant ohangas to tha authoxisad azpanaa aeeruals' amat ba 
authexisad by Nanagoaaat. 

Expanaa aeeruaU wars test ehaekad for adhaxanea to tho 
ameuata autheritad by tha Nanagoasat and for raaaenablanaas. 

Ho axoaptloaa waro netad. 


Aaeeuad Intaraat aaoal».tiia Hyitrlt 
Aoeruad intaraat raeaiyabla and payabla vara axhaua- 
tlvaly tast ehaekad to dataxalaa that tha saouata balno aeexuad 
aia intaraat Ineena and intaraat axponaa aura aeeuratoly atatad 
and tha basis usad for aeoruiao iataxast was eensistant with 
raeogalsad aeoeuating preeadura. 

Mo'axeaptieaa ware netad. . 
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Memorandum - Mr. lonato auadaoalni 
Atlanta Audit - faga I 
Fabruary 4, 1987 

Tit In gar«tqi> 

Tijam tepotlt. in 8«ut«gtM. lurtu ant Swi.g rr.nc. w.-, 
pUo.d with ^ 8«r York Branoh. th. Zurich Brtaeh tnd th« tonda 
Bruteh to had«« leu. pUe«l la th. lua ferolga ourt«nci„. 

Coaflmatloa rc^.t. war. ..at to th.«. branch*, t. 
v.rlfy th. dotalla of th. depealta. Tb. raiult. obt.ln*d *r 
lacludod Ia th. ConZlmatlon Sunnary oY thl. report* 


^ gQltflrmatlea ammiarv 


Dasoriotiona 

Mallad 

Ko^ Amount 

_ Booclvd 
KSx Amount 


Unaaeurad Loana 
Dcm. CuatORiara 

U 

s ii.dao.ZBd 

13 

997,620,294 

100% 

lOO! 

Unaaourad Loana 
rgn. Cuatocnara 

1 

ssb,ooo 


550,000 

100% 

lOOf 

Partieipatiena 

9 

<•*<>0,91. 

9 


100% 

loot 

Unaaeurad X.oana 
Banka 

18 

32,93S«879 


3,565,131 

S8% 

161 

Loana iacurad by 
Dooa. a Nodaa. 

21 

4»8,6S7,«99 

18 

302,993,507 

78% 

%v 

Tana Zntarbank 
Landing 

4 

19«n4,7S7 


1,166,423 

S0% 

r 

«Pua fron radaral 

Ibaaarva Bank 

1 

2,049 

1 

2,049 

100% 

100 

•Oua from Banka 

1 

1,9S9,89C 

8 

1,933,997 

78% 

fl 

*Bua to B.V. 

Branehaa 

1 

2, $94 

1 

2,596 

100% 

100 

Unaaeurad Loana 
rgn Monay 

8 

S. 237, 949 

8 

9>237,946 

100% 

IOC 
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Nataorandua * Mr. Ranato — s-. 

Atlanta Audit - tags 9 “ 





Mnury 4, lfl7 

1 






T«rm torreving 

From HaOa, Bra 







B SubridiariM 

2 

3 40, 423, 694 

2 

.3 40,424,494 

100% 

100% 

Tarn Zntarbajik 
Borrowing troa 







Fgna Banka 

17 

106,500,000 

IS 

94,300,000 

64% 

91% 

Torn Zntarbank 
Borrowinga fron 







Dorn* Banka 

IS 

131, 947, 400 

14 

173,947,448 

93% 

97% 

Tara Dua to 
BML ZBF 

1 

143,300,000 

1 

143,300,000 

100% 

100% 

Tara Dua to 
.Othar ZBF 







Tiaa Dapoaita 







in Fgna Currancy 

3 

3 3,233,441 

3 

4 3,235,441 

*100% 

100% 




* As oe lUy 31, IMC 


eoaflrastloM Mot saa«i»^ 

Ixtsnsivs ooaflcMtioa work luu r«sult«4 la ths rs- 
apdnss shawa la ths prsesdiag sohsduls. Tbs bercewsss, l.ad«rs, 
sad dspositesa Ustad balow did aot saapoad to t«M raquasts for 
aonClsaatlaa e£ autataadlag balaaeas. 


Oapoaltoty Banks 
Mna laaatMidlBa 


Balsaes 

aiat It im 


eitlsaas sad teutbaza laak, Atlaata, Oa. 
Jugobaaka, Raw York 


• IfOlC.C? 
34,S41.»4 


■Qggowara Mot Raaaendlaa 


RAfidiila Bjk&ka BaahdAd 
Maeleaal Flaaaelara I.A., Maxloe 
Keraaa Oavalepmant' Baak, Saeul 
Yurklya Za laakaal A R, Ankara 


3,071,444.11 
1<4,C07.10 
3,390.044.40 
0 700,000.00 
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Haaot&ndun > Nr> itsaato Quadagalai 
Atlanta Audit “ Vaga 10 

rabruaxy 4r 19*7 


Baobanka Beogradaka Aa Banka# AtaLun 
Banae Masionala Oltramarino, Liabqa 
Rafidaln Bank# Baghdad 
lUfidain Bank, Baghdad 

Bonaniaa Bank for Foralgn Trada, Budharaat 

Landara Kot ReiPondlnq 

Ufflcio Italiano Dal Canbi, Roma 
Bunitomo Bank Ltd. Maw York 
.Kanaaalaa Oaaki Bank! London- 
Xnduatrlal Bank of Japan, H.Y. 

Industrial Bank of Japan, M.Y. 

Sumitomo Bank Ltd., M.Y. 
cradite Xtaliano, M.Y. 


I 4 . 752 , 345.79 

17 . 954 . 304.18 
133 , 081 . 098 . 5 $ 

28 , 279 , 356.45 

13 . 807 . 088.18 


11 , 708 , 028.93 

5 . 000 . 000.00 
-' 5 , 000 . 000.00 

8.000. 000.00 
4 , 000 , 000.00 

12,000,000.00 
8 2 , 500 , 000.00 


334 



245 


8ANCA NAZIONALC OCL lAVORO' 


LUIGI SAROELUl 

V<« 

t M awagw 


Hr. Chrli Ocogoul 

BAiica Mat Iona Ic dal Lavo'ro 

Atlanta Branch 

Cas Light Tower 

235 Peachtree St., N.E. 

Suite 2000 

Atlanta CA 30303 


Dear Mr. Drogoul: 



ec: Dlrtsiona Centrala 

lapactoraeo • Slcuretta 
D.tt. Uel. CqiftMneliil 


Baglonal Auditor, 
Mew York 


I enclose herewith a copy of two nenoraniiA w 

■agnltude of the auounts Involved and the eerloueneet ^**"* 0 ^ 


on a personal level I uust say that I wae 
dismayed. Given the extreme acceaslblllty with whiok t ^ 
available anytime of the day (and the nlSo S SLL!**'* 
of this Area asks for guidance. I would have never MpILed'lh!! 
euch a eltuation exist in the Atlanta Agency. P*cAed that 

But then the question comes: how can anvan* 
to ,.epU who (Vldoatly 4. not w.ac t. b. r>14«4t ^ *«t4«ne. 

U»«rttn, t. «tflel.l4<m I b.U«. tlut ,o«c «.Un.cloo, 
.t th. clreuM.t..e.. vhlch pro.pc.4 th. «il.t«ae. .t ,T 

^•ubt«41r th.t U e.rt«ln E«.«tl.. cSittH 

^..lutloM h.*« b««n 4t{U4 (th. Iu4 Offle. l.tct. 4.t34 1.3 
18 .«4 Itor 30. 1988 «. Cr*m h.,. ...» b... 

»h.r... -country rl.k «xp..ur.«-. th. 4auta .( «.r |«.*4 .{ 

}ir**l*' *• *“’• •“«<•< «•* •* •«» ptoportiM 

With the amounts authorised. 1 suggest that you prepare a 

memorandum of explanation touching <upon all the topics contain>a 

1« tb. A»4U.r-. «o.r..S..'^ th.. It “S S! SSJLmJ 

! *. T .“*u*‘*'* •• «*»«'>•* ». 1988. 1. 

Mew York, .Bank premises 7th Ploor. * 

/ 


Sit^erely, . 


, . .41 


/ 


V 


197 


* N6W tomx. nv looie • csisissi-ono 

>cccx:e2S40 ^Ajc-iai*i»4a.ai»« 
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20o^\\^ 


.rtACKTAIC C«KTW OU UOHT TOWtR • BUITl MOO 
tU fCACKTWE tlhlKT, MC ATVAMT4^ OCOAOU Vyy> l 
«i041M1*0t49 V««S411M 


Octooer 6, 1968 


Or. Luigi Sardclll 

Regional Manager 

Regional Management, New York 


Dear Dr. Sardelll: 

Thank jrou very much for your memorandum dated October 3rd reoariHna 
the exceptions mentioned by the regional auditor during his recent 
Inspection. 

without equivocation, I can Say that the exceptions noted by Hr 
Messere and his staff are essentially correct. A reply to each’ 
i'S® 1* «<!'***«<* Individually In the attached addenda. HowSer. 

I do believe one should put this entire matter In perspective. 

The Atlanta branch Is composed of 19 people who are very service* 
oriented and committed to the development of BML. Throuoh their 
collective efforts the branch has generated net profits of USD 
7,423,146.93 In the past 3 years, and at the sane time replenished 

" ““ 

/ irtV. 

In addition, the quality of assets developed and'&alnulned by the 
Atlanta pranch are generally speaking the envy'll our competitors Ve 
have no oad loans or classified debt, and the corporate and corresoon- 
dent relationships developed over the past five years could be con* 
sidered to form a part of the new foundation our bank needs to be 
competitive In the United Sutes. This said, we In Atlanu are not 
without faults. 

Over. the past 3 to 4 years we have grown dramatically. In the woros 
of one of the auditors. Atlanta has the same titff of Chicago 
but ten times the volume o f t ransaction s. Certainly tnfi~»n^ites 
I'tncreasad profits, out It also places stress on a valuable group of 
1 people, who, because of volume and lack of oroanii ationai guidance 
I from Head O ffice and Regional Management have become lowwilit 
1 nixed. r ?. 



■ J 


0^^a« 

ftOitf.fTAAy 
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^.«UtOMAlA ML IWVYORO 


Hr, L. Strdtllf 
October 6, 198$ • 
Ptge Tmo 


iiMll orrori occurred Involving 1etteJj*o? 2?ed"t ^Th*^« *"** 

h«i not boon centralized for tasy access of MruJii 
exceptions have been noted, ilgnlfylno ih?t w2 ««>er 

certain areas. This Is tn TWT »r»tt^ t KY?i *°*‘?*"!“‘* 

■crety an observation. • * lOrTuiJij <*^lorjanlzed, out 


I 

functioning of a branch, things are In orde^ • m? ^2 .**** 

attest to this point. " M«s*ere 1 hope will | 

Finally, there Is a subject noted by Mr. Messer* »h,, - 

exceeded eerta1n*l*ilM* wh«h;r'Kr*iS^ 2“' 'p^we’have 

by\xeesslve^zeal ,*or*'laek of*ciStlon*"f5? ?t 5®"*’^*'“*^ w oe caused 
problem attributable to the response tlma'^nMdlw 5®** •‘•war a n 
Regional Managenent. dlsoreanllS^tj! m Office or / 

tna ilso due to the ifw rt fr ' iln from V 

tionships as changes occur 1n^approval?fJM RMl L2“r“^ ll 

balance sheets. •pprovais vrom Rone ana In corporate \ 

Vhen one If told by the treasuiy department of fiene»i u.. 

Corporation tnat, although AAA rated. BKL Is not 22 2l *^'®rf 
confirm a sight letter of creolt advised ln*i22*#22 •>*"< to 

Soclete CenePale must confirm our rUk b#f2r. li'!yir* 
from usi when Borden's treasury «lepartti52t 2ta2s thlt*i2*2?ii®^*"^"’ 
business with our New York branch as a re*ui» «5*.!^**.** «« 

ceruin trantictloni ever the pJit } Jea2l it .*25 — 

bank have image problems. . .and ttereforJ JjerJ r2l2l52«M*' ?? **.* 
bat must be cultivated and nurtured. Tr*asJMrr*l!i ®"*2'P ***1“ 

ttlk amongst themselves. .'FM»urers and cash managers 

■Thus the rationale for trying to Inform Carotll fe *•■ ... . 

manner that Its borrowing facility needs w be redu22-i*22*S*?2^*... 
from I 12S million, rather than tlamlng Se ord22 22%.** ?,?! "‘”^®" 
causing the reflexive thought. *1 wenoer what*s**2*?2.^*'‘**'*I* 
we deuoled our profit* tKi: yi.rt eur b2u222 J2.S2’?* ®" « *««•••• 

but our line has been reduced.* "* ** 


204 
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.wUtOXAUl OBI. LaYORO 

Mr. L. Strdelll 
October 6 , 1988 
Pege Three * 


“* •‘y *<»« <» ‘I*" • sVeve utter 
end here I refer to BKL Atlinu's exposure to B.A D R " yI. 

were exceeded, prfnciptlly beceu ie of cofrfu”cn betwean RMl ll5 ** . 
Atlente over whet Indeed h«a~b;rn-e5er5?r^ ^ -^^ tf 

When letters of credit jre telexed to us In the cbikrse of our dellv 
dctlYitjr by foreign benks Involved In the C.C.C. prdigren. fj? J!r 
customers, we have • choice: either to advise the eredltJ a^ solicit 
approval from Rome, or to return the credits. This latter action 
slows dom the export process, enervates the foreign Institution and 
aggravates our customers. In the past we have Imedlatelv 
notified Rome that we are In receipt of letters of credit from a 5aX 
tlcular bank for our custuers, and If appropriate have reuestM 
tpprovtl to htndio thist Ueas. 

since In Deny cases e forwl request juis..Di.pre$ented to our Board of 
Directors,^ wek^ can 2 i}SLhefjire.a.piec^^^ 

Atlanta. C/C s^cannet sit In a bank unattended for more than a” few 
apnna so we have In the past telephoned Rome for Its opinion ar# 
whetner a particular limit will be approved, and generally if th«* ” 
Indication Is positive, we have proceed u ls«e thJ 1/J'i Th. 
difficulty wltli 8.A.O.R. is that\lth the dlsiolUtlS of I.A I * 
positive Inolcatlons from Rone were not converted Into app^n s. And 
so, we have learned our lesson. miq 

We must rely strictly on pieces of paper, but yet la turn w* nutt ri«.i 
an efficient mechanism to speed C.C.C. approvals (whlcMs*^essentlIll! 
U.S. governunt risk) In order to continue our lucrative trldl ”^ 
activities. . ‘ ' 

Mr. Hessere's visit to Atlanw was long overdue and welcomed, for - 
apart from the exceptions noted. It provided us with the orgMlza- I 
tlonal guidance required to review our operations and administrative * 
procedures. The auditors provided us with recosnendatlons enabling 
us to conform to the guidelines established In Rone. Far from being 
upset with the findings, 1 an grateful for his visit. ’ 

My regret la all this Is your memo Indicating oersonal dixmiv. 

Although we are hardly perfect people here In Atlanu.'rbfTftve you 
know that our activities are undertaken for the development of the 
bank, with caution and care. While Tinav d lsaarea with some of your 
methods . 1 largely applaud youFgiialsl and WOUId IhdfeferrsoTBnir- 
to loose your trust tnd confldenct. \ 

Attached are our roplits to Hr, Messerl’s coonents. 


Best rogardSp 



• l • 


I' 

JOS 
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^ckVasoovam del Iayoeo 


Mr. L. S«rd«111 
October (, 1988 

P 49 # four *1 


AOOEMDW A 


- KenorendUB deted 23 ^pteaber 1988 • 

». ;,w„ ^ ^ 

True. At nonthend 31/8/88 the 

■ember (L/C clerfc-typist) end teverel^en^!!. *** 

until 2/9/88, though even th«e P*”#** 

reflected (n some ce$«! * *«'•• "«>« correctly 

We have Instituted a tysttm to ensure ch.r -«»-« 

the time advices are aalled to L/C beneflcl!HlI**.*H* 

are reouced upon negotiation and/or*exolMt 5 ri*!{ P***' '•'•y 


8. 


Ui. •utoamTlc iHierto HhI r*W*M 

We had written a nemo m Hr Sarsl^ ** *•»<«««> Hgt. 


•Ford and replace 


the 

1981 


C. Uncleared cash advances totalling | 12.450 given to brench wnager. 

' These advances consist of funds given the - 

Bonthi to cover cash expenses (tflJJ S2<T!!!'^ P*»* 

expenses) Involving business trios ’inetudl^ Pei S"" severel hotel 
■eeting. These will be clJUd bj‘30^jvjibe*r1|. * 


c. 


0. In 1985-8 we received from Servltio Imoblllere xn .1 x 
• the purchase of furniture In connection wtch*2!/2 for 

tev/s s:i%s.«s SlSr «-•-<?! 

In Octooer 1987 we forwarded to Rome e reou«t« 

for chocolates, as requireo. We recelved^*L2i»*5*"* 

. but with Christmas upon us, the chocolaut w#re^li«P"«*'"^ 

V' *e«l any gifts of tnis sort ageln wl?hour!p?2Ml“ *'*” 

F,’ tntradc collateral. ^ ,• • 

The colUtertI was received on Septeinoer 28th iom 

:SI5U! *" «"• "n’.“ 



250 


w<CA.KAZt0tCM.8 OIL LaVOKO . 


Mr. L. Strd«111 
October 6. 19S8 
P«ge Five 


AooeirouN B 


- nemorendun ««ted 27 Septeinber 1988 
A. Credit lines in excess* 


1) Ctrgill 


^OTOKlngs 
SO, 000, 000 fx 


OUtStxniHn(| 

127,000,000 


This Mount was outstanding overnight Tn* 

balance was reduced to $ 97,OOO.OM *0n 

the company treasurer that our f^fltv o?'t*i5x <"^ormea 

limited to J 75 eiinien for borrowing? ^ 


2) Bank of China 


40,000.000 


33,000,000 


guaranteed by Bank of China. we weM 
tne transaction but that It ws*grinted"und#r^tS *4 
jpprovals malnulned In M.y. Un?S?wS^2lJ J 1^"* 

the written approval and the .atter 


3) Banque Sudamcrls - 7,000,000 


S. 000, 000 


We were under the impression that the total facility 

us fcr tne bank amounted to $ 9,000,000. Please n?. ^ 

tooay-s date our current outstaiolni «» wltJlJVi irS e2^lA. 


4) 


Union Bank of 
Finland 


- 7,000,000 


within our approved line. 
7.643,000 


This transaction Involves our customer BellSauui »ka .. . 
when the total amount converted from Sterl nj S U s ^dolfl«®IJ*' 
loan exceeds our approval by I 643.000. At i *"• 

14, 1988 we will not requlri renewilSf the IJlUlS.*" 


S) Credit lyonnals 


0 - 


3.S70.000 


This transaction was entered Into with the under«t*nH«.. -i. 

appPoval would be forthcoming. ^ 100 ^ 0 “ ?SmiS ai 

13, 1988 before this approval arrived. ^ * ®" Stptemoer 


207 
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•«^AZtOKALB OtZi LAVOKO 


Mr. L. Strdelll 
Octootr 6, 1988 
P«9t Six 


MOCHOUM 8 -COntlOMd 


- Meaortndm d«ted 27 Scpttooar 1988 - 

61 B.A.0.8. 

Rone Infonit us thst total lines- extahiuh.^ >.i 
In favor of 8.A.O.R. aaount to S 196.2 million w1^ an** 
of $ 15 million under discussion, oir Srre« 

30th, 1988 will be approximately S 213 million or^leis*thaa^nJ®*'‘ 
above the total current approvals. of >«*s tnin lot 

While we were clearly over the Holt •tuaiich.^ ,w. 
balance Is reducing quickly. We have notlflad'a'i'n**®®'*'*"®*"* 

u. ,1.. win,. „\'n .niii. S wSwnm In c c 

to that country. m C.C.C. programs 

If you wish, we are able to sell about S SO mmiaa a 

transactions to Fuji Bank. Pa?ll. iSu^jJk 

keen Interest In purchasing our Algerian C.C.C. .assets. 


8. Interbank lines: 

Agreed. 

C. 2650 discrepancies: 

We await auditors further coanents. 

0. Credit proposals net modified: 

We do not un der stand the coawent., 

C. Braocn authorizations: 

We will begin to prepare credit proposals for these transactions. 
F. Credit Manager: 

Agreed. 

6. Operations restructure: 

Agreed. 

Ik Centralization of Accounting functions: 

‘ • Agreed. 


2C8 
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BAHCA NAZIONALE OCL LAVORO 




8ANCA NAZIONACC DEL LAVCRO 


AUOITOM 

December 22 , 1988 


AUDIT REPORT 


TO: 


Wr. Luigi Sardelli, Executive Vice President- 

Regional Manager 


FROM: 


Mr. Louis N. Messere, Vice President-Chief 

Internal Auditor 


SUBJECT: ATLANTA AGENCY AUDIT 

AUDIT DATE: September 2 , 1988 

EXAMINERS: Messrs: Louis N. Messere, Vice President-Chief 

Internal Auditor 

Christopher Russello, Assistant Secretary- 

Deputy Auditor 

Frank Campagniolo, Intermediate Internal 

Auditor 


SCOPE: 


\ 


H«*i 0«tiC4: 
AOMCtTACY 


An examination of the Atlanta Agency was conducted 
as of the close of business September 2 , 1988. In 
general, the examination included a review of all 
major areas of the branch including lending, and 
credit administration, loan processing, invest.T.ent 
portfolio, foreign exchange and money market trading 
and processing, funds transfer payment mechanisms 
and related consminications networks, compensation and 
investigations cases, deposit services, letters of 
credit and acceptances, sundry and suspense accounts, 
correspondent bank reconciliations, purchasing/ 
accounts payable, travel and entertainment expenses 
and a review of income and expense accounts. Other 
areas reviewed included collections, fixed assets, 
issued and unissued checxs and other consigned items, 
regulatory reporting, bank security and mail room 
procedures. All of these areas were analyzed for 
conformity to existing policies and procedures in 
place both at the Agency and organizational level 
as well as to generally accepted accounting 
standards and those of the banking industry. 


Compliance and substantive testing performed consisted 
of a testing of transactions including examination of 


NEW YORK branch at ROCKCTOJ^ PVAZA 

n «<ST tmif Trmtxr • "CW A y. com 

Rm 019 Sfi<ono T«m Ct40 


u>voi*caA»*A 
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OPINION: 


supporting dccujnentatioa and related approvals, revi-w 
of workflows, physical verification as applicable, 
review of the extent of managerial reporting, and'other 
testing as deemed necessary. 

In addition, we made reference to prior published 
reports of our external auditors and regulatory 
examiners. 

The examination was conducted by Mr. Louis H. Messere, 
Vice President*Chief Internal Auditor with the 
assistance of Mr. Christopher Russello, Assistant 
Secretary and Mr. Frank Campagniolo, Intermediate 
Internal Auditor. 


In our opinion, based on the audit findings noted 
during the examination, the Agency's operations, 
accounting and internal controls were found to be 
in need of improvements in most areas and our 
findings were discussed at length with the Agency 
Management throughout the course of the examination. 

It is important to point out, however, that the 
Agency's profits through 8/31/88 as compared to 
8/31/87 increased from $1,363,967.51 to $2,009,571.02, 
which was slightly above projections. 

Although specific recommendations are outlined in 
the attached list of audit issues, they are briefly 
summarized below: 

o Agency Management and staff were very cooperative 
and receptive to suggestions made during the 
course of the audit. Delays, however, have 
been experienced in the receipt of requested 
details and/or documentation, which in some 
cases has yet to be provided. These experiences 
were not only an indication, but a confirmation 
that the Agency is in need of a Senior 
Administrator to address and implement the 
many corrective measures suggested to assure 
proper workflows, to attain an acceptable level 
of segregation of duties and to minimize risks 
that the bank is currently exposed to. 

o Several accounting procedures were either not 

being followed or were not being properly handled, 
particularly with regard to the booking of 
Letters of Credit contingencies, accruals for 
expenses and timely recognition of L/C coimnissions. 
The Agency was also critized on the first subject 
in prior examinations conducted by the Georgia 
State Banking Examiners. We remind the Agency 
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to adhere fully to established accounting procedures 
and to request in writing guidelines from the Hew 
York Branch as necessary. It is also recommended 
that the Agency consolidate all accounting functions 
under one person to properly segregate accounting 
from operating functions. 

o The accounting data preparation and its flow and 
input into existing systems does not comply with 
existing BHL practices and procedures and as such 
is deficient of sound practices and controls. As 
reconsnended in the audit details, each processing . 
area should be responsible for its data preparation 
to be submitted to the EDP clerk for input to the 
EDP accounting system(s). 

o Several cash advances given sometime ago to the 
Agency Manager for travel have yet to be cleared. 

We urge resolution of these items by 
December 31, 1988. 

o The Agency should refrain from exceeding approved 
credit lines and/or from initiating activities unless 
they are covered by properly approved credit lines. 

o A Credit Manager should be designated to 

centralise maintenance and control over all of 
the credit files as well as to assure that required 
approvals have been obtained and are in place, 
that necessary loan documentation/collateral is 
on file, and that the credit, line information on the 
automated systems is current and complies with 
approved customer and interbank lines. Furthermore, 
he will also be responsible to reply to "Rilievi" 
received from Bead Office, for which the Agency 
was noted to be procrastinating in their 
resolution. 

o While it is understandable that the Agency is 
undergoing a rather difficult period in order 
to keep up with both the Mantec and the BHL 
systems, continuous efforts should be made by 
key personnel to familiarize themselves with 
all aspects of the new system, in particular, 
by referring to the system documentation 
provided. In this regard, use of and reliance 
on the official automated system records for the 
Agency is essential, and adherence to BHL standards 
and procedures is of utmost importance. Therefore, 
use of internal systems developed on the CPT word 
processor should be discontinued as it represents 
a duplication of efforts. « The Agency should 




255 


rely on existing systems and automated reports 
as they represent the official systems of the 
bank. 

o Controls need to be stregthened. Both the 

Loan and L/C processing areas currently reporting 
to the Lending Officer responsible for generating 
**CCC" financing activities should be reassigned 
under the Operations Officer. In addition, both 
areas require major changes in current mrkf low 
to provide for improved maintenance of files, 
better segregation of duties between individuals 
and also between processing areas to strengthen 
accuracy of processing and consistency of 
transaction recording by allowing for both a 
preparer and a verifier/approver on all 
. transactions, to assure that duly authorized 
evidence of indebtedness has been obtained for 
all loans outstanding, and to assure that 
technical requirements related to the financing 
have been fulfilled. 

o Several expenses lacked Head Office and/or. Regional 
Management approvals as required, particularly 
legal expenses, four existing car leases and 
an extensive leasehold improveiiienb. The Agency 
is reminded to comply fully wi^ Established 
policies and procedures and approval requirements • 

o A record retention program should jse initiated 
and all vital records must be ndotofilmed as 
recommended. 

o noted exceptions related to the classification of 
IBF transaction should be corrected. 

Following receipt and review of the attached report, 
which includes audit findings and a detail of suggested 
procedures to enhance the current environment, the 
Atlanta Agency Management should formally respond 
to the audit recoimendations and comments by 
January 31# 1939 and they may contact us should 
they need any clarifications. 
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0ANCA NAZIOMAUC OCL CAVOUO 


umik 


•*»ICA MAziOMAtx oeu mvono 


• CCNt%C M>0>C* 


July 26, 1989 


Nr. Chris tophur Drogoul 
First Vie# President and 
Nanagsr 

Banc# Nasional# D#I tavoro 
Atlanta Ag#ncy 

Dear Nr. Drogoul, 


Emlo.«l 1. tJi. cpecc oe .xMiii.tion o< th. Atlanta Amncy 
rK.ntly eonpl.tad by out tnt.rnal Auditors as ot th. elos. of 
businoss Jun. 1C, 19M. 

Th. Mcamlnatlon which inelud.d priaarily a follow-up of ths* 
previous audit as of 9/2/88, to which your reply was received on 
July 20, 1989, also included reviews of selected areas. 


Following your review of the audit report, please sm to it 
that each recoonMndation and cosMnt is responded .to indicat'inc 
corrective SMssures taken. Tour response should reach us no latar 
than August 11, 1989. 


Thanks for your cooporarion and rsmain, 
V#ry truly yours. 


I 


BAMCX MA2XQMALB DBL LAVORO 
mt Yom 

RBOZONAL NANAGBHENT 



Nc# vQsa ar. oos • soi-otio 
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BANCA NA2IONALC OCC LAVOKO 


AuOITON 



BANCA NA2IONALC OCL LAVQRO 
July 26 , 1989 


* AUDIT REPORT 


TO: 


cc: M€ssrs: 


FROM: 

SUBJECT: 


Mr. Christopher Drogoul, First Vice Presldent-Atlanta 

Agency Manager 


Pietro Lombardi. Regional Manager 


Car 16 Vecchi. Senior vice President- Mew York Branch 
Mr. Louis M. Messere« vice President-Chief Internal^uditor 
ATLANTA AGENCY AUDIT 


AUDIT DATE: 


June 16, 1989 


EXAMINERS: 


Mr. Louis N. Messere, vice 
and Nr. Samuel Kelly Jr., 


President-Chief Internal Auditor 
Senior Internal Auditor 


SCOPE: 


M«M 0«Kca: 
•OmC-<TACV 


An examination of the Atlanta Agency was conducted as of th® 
close of business June 16, 1989. 

This 8X8iiilnAtlon, which Included primarily a follow-up review 
of corrective actions taken subsequent to the prior audit 
as of 9/2/88, also covered: 

- A review of account reconciliations, of sundry/suspense 
accounts and of interest receivable accounts. 

- An inventory of all Letters of Credit outstanding, as per 
the financial records, to the Individual folders kept by 
the L/C area. 


- A review of the documentation retained with regard to the 
Mantee final conversion as of May 1, 1989. 

- A review of certain expense categories and specifically 
travel 6 entertainment and capital expenditures. 

- A comparison of outstandings transactions versus authorized 
credit lines and compliance with established position and 
mismatching limits. 

- The mailing of audit confirmation requests to customers 
covering all outstanding transactions. 


In addition, we reviewed reports of examinations Issued by 
Peat Marwick Main 6 Co. and by the local regulatory bodies 
and we conducted other audit tests as deemed necessary. 


NCW YORK branch at ROCKCfCLLCfl PUV2A 
M -OT $m9 $T«cCr . «. ?, 

Aior« (219 UiaTie Tttm «2M0 


0= 
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OHMIOMs. In our opinion, subso^nc to *u<Ut toUow-up «nd am m 

ceoulc oe tho m«ny chongos cocontly oCfocted. tho op*r«l2«., 
work£low« Mi control* oC tho AtUnt* Agency have SSrovid ^ 
Wo oco^ confident that they will further iiaprove once the 
remaining eha^ea, as documented in the prior audit reply 
artt fully ImpleiMatede 

Alttough speclfltf recoemendatlons to the audit findings are 
outlined In the attached document, they are sunmariced 
b^low: 

o Agency Henagemecit should correct the reported credit 
utilisation excesses and obtain the required collateral 
documentation^ a* soon as possible. Furthermore, all 
excesses should be fonsally channelled through Regional 
Hanag^nt and/or head Office for their reviw aS ao- 
provsle ^ 

o Agency Kanagement should attain a better segregation of 
functions coveri^ the Letters of Credit pticSslng area 
and the back-up for the trader e ^ . 

® ohould make every effort to utilise the 

rather than Morgan, Mew Fork for all 
their USS clearings e 

o All operations areas should comply fully with established 
accounting procedures with regard to the tlswly booking 
of L/C-s liabilities, the loading of eollecUois^ 
the proper classifications of loans purchased and/or sold. 

o Greater participation should be sought with the Hantec 
Project, particularly in the expans lon/enhancement of the 
L/C system «wl In the review and eventus-1 Implementation 
of the Commercial Lean otodule. 

Following receipt and review of this audit report, a draft of which was 

provided and discussed with you at the conclusion of this audit, please 

CerwarO your Cociaal roepenso to tho apoolSlo aueaST^conmendaciona and 

comments by August 11, 1989. 





V 
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BHt-ATLAMTA 

AUDIT FIHDIHCS-CEMERAL COHMEMTS 
AUDIT PATE-JIIMg 16. 1969 


AGENCY MAMACEMEMT ISSUES 


1. Given the size and structure of the Atlanta Agency there remains two 
areas whereby a better segregation of function# can be attained: 


A. 


The trader is currently backed up by a lending officer and vice- 
versa. 


B. The tetters of Credit processing area should be reporting to the 
operations officer of the Agency instead of the designated lending 
officer for trade finance. The latter is very much Involved in 
. . the day-to-day operations of the L/C area.. 

2. The Atlanta Agency should make every effort to utilize the New York 
Branch rather than Morgan, New York for all their US^ clearings. 

3. Agency Management should seek greater participations with the Mantec 
project team, particularly^ in the expans ion/enhanceinent of the L/C 
system and in the review and eventual implementation of the com- . 
raercial Loan module, which is very much needed by the Atlanta Acencv 
to provide better control and flexibility in the handling, of CCC 
loans- With regards to the L/C system, as it is expanded the features 
currently in place on the CPT system network should be intergrated 
therein. 


AUDIT FOLLOW-UP 

1. During the course of this review, conducted as of 6/16/89, a review 
of the prior audit report was conducted with the agency management 
and staff. Corrective measures as well as changes in procedures 
were made and implemented as we proceeded through the report. A 
formal written response to the prior audit report was received on 
7/20/89. 

2. In the course of the follow-up a number of issues have been identified 
and need to be realized over the next few weeks, in this regard, a 
memorandum was prepared by the Internal Auditor and addressed to the 
Agency Manager providing a description and responsibility for each. 


- 1 - 
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LETTERS OF CREDIT PROCESSING /COLLECTIONS 

1. Zfi r«viewlng procesilng tor letters ot credit, it wes escerteined 
that adeguete controls ere not in place to ensure that all traas* 
actions are recorded in a timely manner. It is recommended that a 
comparison of credits recorded onto the on-line systems be made 
with outstanding L/C folders on a regular basis (including those 
issuances where the applicable parties have been advised). As the 
discrepancies noted were based on a limited selection, it is advised 
that this be done as soon as possible. During this process the 
recently designed L/C folder insert should be added to each folder 
which does not have one. 

2. In several instances, it was noted that credits were issued on behalf 
of companies «#hich did not have approved lines and recorded under the 
liability of an affiliate company (i.e. Texas Cotton Trading under 
W.B. Dunavant and Honenberg Bros, under Cargill, Inc.). As agreed 

in response to the prior audit, the branch will in the future ensure 
that both the letter of credit application and the credit facility 
provide for issuance on behalf of the primary customer and its af- 
filiates, where applicable. 

3. Details of to the applicable terms and conditions relating to com- 
mission and financing for L/C's are generally not provided in the 
individual folders. As agreed in response to the prior audit, 

** inserts'* noting the terms and conditions applicable to a particular 
L/C will be included in all folders going forward. 

4. As agreed in response to the prior audit, responsibility for the 
control and maintenance of CCC and Eximbank guarantees serving as 
collateral for secured loans will be transferred to Credit Admi- 
nistration. Additionally, responsibility for follow-up and dual- 
control over these items should also be that of the Credit Admin- 
istrator. 

5. Currently collections are not being recorded and as agreed during 
the course of this review, they should be booked in t^ appro- 
priate general ledgers by the Letters of Credit area. 


1 . 


2 . 


LOAII PROCESSIHC 


Advances made against documentary collections (i.e. Bxportkleb), 
deferred payments (i.e. Korea First Bank) and/or negotiated documents 
for which the paying bank has not acknowledged liability should be 
supported ^ %#ritten acknowledgement of BNL*s recourse to the bene- 
ficiary. 


A review of the Interest and Commitment Fee Receivable accounts 
revealed no major problems. It is however, recommended that the loan 
processing area prepare a monthly list of outstandings and circulate 
it to all parties concerned to help expedite receipt of payment. 


- 2 - 
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A more appropriate general ledger should be obtained for processing 
discounted secured loans, as the present general ledger cannot process 
discounted transactions. This should result in a reduction in the 
amount of manual efforts required and a more accurate reporting (i.e. 
actual balances, interest rates, and interest income). 

Loans currently classified as "participations purchased" should be 
transferred to a more appropriate general ledger(s) as they represent 
direct loans by BNL Atlanta which were sold. It is recommended that 
the "comment" feature, available on the Mantec system, be used to 
facilitate cross-reference and notation of the reduced country risk. 
Additionally, those loans which were actually purchased from third 
parties (i.e. Ljublanska Banka and Banque Korocaine du Comnerce 
Exteriur) should be reclassified to the appropriate participations 
purchased general ledger (s). 


CREDIT ADMINISTRATION 

Credit lines recorded on the Mantec system currently includes both 
lines which had been proposed, but not yet approved, and specific 
lines which have expired. In order to more accurately reflect 
current exposures versus current facilities, only lines for which 
evidence of approval has actually been received should be loaded 
onto the Mantec system. In this respect, a review of existing lines 
should be. made to assure that they are properly reflected. 

A review of customer exposure versus available lines of credit (as~ 
of June 16, 1989) revealed several excesses which should be appro- 
priately dispositioned (see attached Schedule I). Additionally, the 
comment section on the "2650" report should be utilized to properly 
cross-reference credit utilization by affiliated parties. 

Responsibility for monitoring the adequacy of collateral as required 
under the terms and conditions of the approved credit facility should 
reside with the Credit Administrator. In this respect the collateral 
insufficiency for Central Bank of Iraq (which had, as of June 16, 1989, 
outstanding liabilities of $41mm versus $36mra in cash collateral) 
should be addressed and resolved as soon as possible. 

As agreed in response to the prior audit, responsibility for monitoring 
the receipt of "evidence of debt" should be transferred from the 
lending officers to the Credit Administrator. 


COLLATERAL 

Documentation supporting the pledge of cash deposits (for Central Bank 
of Iraq and Industrial Inter americana) should be obtained immediately. 

A review of those accounts classified as "Cash Collateral" should be 
made and appropriate action should be taken for all accounts which 
do not actually represent security for financing arrangements. 


- 3 - 
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SUKDRY ACCOUNTS 


X- 


G/L 102824 "Sundry Debt t-Cus towers" should be reconciled 

by the L/C area, with o^n IteM cleared within^ reasoaable^k^ 

As ot the audit dat^ this account contained several advawes'^oe^’ 
FCIA fees paid by BML Atlanta and collected at swturlty. As discussed 
and agreed during the course of this review, a different procedurS ^ 
needs to be Implemented whereby the fees are collected or billed at 
the time of negotiation. ^ 


GENERAL COMMENTS 


l. ^e conversion docent as of 5/1/89, evidencing the verification and 
documentation of the final conversion from the BHL system to the 
Kantec system was found in good order. 


reconcilements were reviewed as of 6/18/89 and/or 
S/31/89 and no exceptions were noted. 

3. The issue of advances made to U.s, exporters against documentary 
collections drawn on Exportkhleb (Importer) in the USSR has been re- 
ferred to Regional Management for resolution , as in the Internal 
Auditor's opinion, the liability should be booked in the name of the 
exporter and not the importer* 


4. A confirmation discrepancy regarding outstanding L/C*s for CargillJ 
Inc. whereby the customer responded as having an additional |60nm in 
outstandings remains to be resolved. As we understand, the customer 
is to forward a corrected response. 


5. 


A discrepancy in the confirmation of the loan balance listed for 
Saudi American Bank London (SSSOm, due 8/4/89), f or vhlch the customer 
responded as not having an outstanding balance to BML Atlanta, 
remains to be dispositioned. 


AUDIT CONTIRMATIONS 


1. Audit confirmations were mailed for all outstandings as of 6/16/89. 
A few exceptions have been received and are being attended to for 
resolution. 

Final statistics and tabulation will be provided within the next 
few weeks* 


- 4 - 
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Sr’4PDUL£ I" CREDIT UTILIZATION EXCESSES 


CUSTOMER 

EXPIRATION 

LINE 

EXPOSURE 

EXCESS 


CONTINENTAL 

grain 

5-31-89 

110,000,000 

$23,231,298 

231, 298) 

(1) 

TATUM FARMS 

3-30-90 

900,000 

1,200,000 

(300,000) 


BANCO DI 
NAPOLI 

N/A 

0 

2,700,000 

(2,700,000) 


CENTRAL BANK 
OF IRAQ 

N/A 

36,384,154 

41,408,152 

(5,023,998) 

(2) 

UNITED 

MIZRAHI 

BANK 

12-31-89 

2,000,000 

2,153,623 

(153,623) 


BANQUE DE 

* 

210,000,000 

259,029,831 

(49,029,831) 

(3) 


L'AGRI- 
CULTUR£ 
ET DU 


DEVE- 

LOPMENT 

RURAL 


NOTES: 1. INCLUDES BALANCE OF (CONFIRMED) L/C I0146S WHICH WAS ISSUED 

IN APRIL, 1989 BUT RECORDED SUBSEQUENT TO THE AUDIT DATE. 

2. LETTERS OF CREDIT ARE UNDERSTOOD TO BE ISSUED AGAINST 100% 
CASH COLLATERAL, THE AMOUNT INDICATED UNDER THE LINE FOR 
THIS CUSTOMER REPRESENTS THE CASH COLLATERAL BALANCE OF 
6/16/89. 

3. ADJUSTED FOR BOTH THE $S0MM LINE WHICH EXPIRED AND SIOMM 
PROPOSAL FOR WHICH APPROVAL HAS NOT BEEN RECEIVED. 


* REPRESENTS CONSOLIDATION OF MULTIPLE LINES WITH VARYING 
EXPIRATION DATES. 
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6>^HCA NA2IONALC OCL LAVORO 




•AMCA HA2IONAUC OCL lAVQllO 


MQ«n« • COiTRlC AiOCA July 11 0 Iftf 

COHFIDEMTIAL 

Mr. Christopher Drogoul 

Pirt Vice President and Manager 

Banca Nasionale Del Lavoro 

Atlanta Agency 

Dear Mr. Orogoul, 

Subsequent to Mr. Messere*s visit to the Atlanta Aoenev it 
that step, taken to corr^t th« condition 
by tho auditor. con.id.r«t to bo tbo noat rolovant i.«uo.j 

A. Bxpoaur. got CEHTRA t BANK OT tKJ >0 

- Tho shortayo in cash eoilat.rai a. of 6/16/99 for 69,023,991. 

" Hypothecation Ayrooment from the* or roquoat lino 

of credit of la eategoria from Head Office, until auch Ume that 
ail documentation for the coilaterai la aecured. ”*** 


- Obtain the neceaaary "Letter of Indemnity" and "Aaaianment of th. 

eoilectlon proceeda" from the O.s. exporMra. 9 w»a»t of the 

- R*y**«t llnea of credit in the name of exporteca to cover advance, 

made to them againat docuawntary celLectiena. “'** 

C. tfnauthorited expoaurea or exeeaaea 

- Exception, reported on the atuched aehedule ahould be corrected. 




iaauea dat 


- A acatua report of ita progreaa ahould be forvarded to my at* 

tsntiea svsry IS dsyse * 

Thank you for yoip eontinuod coopsrstion and iimiadiata attention to 
these matters and look forward to receiving your comments e^ 

Very truly youpdv 


BANCA MAZIONAL^NBL LAVORO 
HEiiKVO 


-7Iet»gi!0iSBSrdlp 
Regional Manager 


2S wiCST 9i«r STacCT • NCW YOSR SY. iQOit • (SiS) SSl-OTiO 
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• SCH^LE I- CREDIT UTILIZATIOH EXCESSES 


cusTona 

EXPIBATIOM 


EXPOSURE 

EXCESS 


CONTINENTAL 

GRAIN 

S-31-89 

$10,000,000 

$23,231,298 

($13,231,298) 

(1) 

TATUM FARMS 

3-30-90 

900,000 

1,200,000 

(300,000) 


BANCO DZ 
NAPOLI 

N/A 

0 

2,700,000 

(2,700,000) 


CENTRAL BANK 
OF IRAQ 

N/A 

36,384,154 

41,408,152 

(5,023,998) 

(2) 

UNITED 

MZ2RAHZ 

BANK 

12-31-89 

2,000,000 

2,153,623 

(153,623) 


BANQUE DE 

• 

210,000,000 

259,029,83L 

(49,029,831) 

(3) 


l.*A6RZ- 
CULTURE 
XT DU 


DEVX- 

L09MEIIT 

RURAL 


MOTESt 1. ZMCLUDES BALANCE OF (CONPZRNEO) L/C I0I4BS WHICH WAS ZSSUXO 
ZM APRZL, 1989 BUT RECORDED SUBSEQUENT TO THE AUDZT DATS. 

2. LETTERS OF CRXDZT ARE UNDERSTOOD TO BE ISSUED AGAINST 100% 
CASH COLLATERAL, THE ANOUNT ZNDZCATED UNDER THE LZNB FOR 
THIS CUSTOMER REPRESENTS THE CASH COLLATERAL BALANCE OF 
6/16/89. 

3. ADJUSTED FOR BOTH THE SSOMH LINE WHICH EXPIRED AND IIOMM 
PROPOSAL FOR WHICH APPROVAL HAS HOT BEEN RECEIVED. 


• REPRESENTS CONSOLIDATION OF MULTIPLE LINES WITH VARYING 
EXPIRATION DATES. 



8BLBCTBD 8X8XBZT8 TO TH8 aOVBKMIlBH*'8 8BMTBIICZMa MBMORMroini TOK 
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1-31-89 li 6-30-89 (Counts 202 ft 203) 

also 3-3-89 Financial Recordkeeping ft Reporting of Currency ft Foreign 
ksactions form ft statenents to Federal Reserve Examiner 
ints 204 ft 205) 
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Chart 16 
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Plus ovsr $1*2 billion in unfunded loan conmittments 
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Insured by Export Import Bank of the United States 



or KEY BML P08ZTZ0M8 
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Chart 25< 
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Chart 27< 


AODZTC C BXMlZlIATZmW OF BMI.-A 
(!••< - AOaOS* 4< !•••) 
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Chart 27 



AUDITS S EXAMZltATZONS OF BHL-ATLAMTA 
(198S - AUGUST 4, 1989) 
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Department of Banking and Finance 



PAYMBHTS FOR THE BnOFZT OF CHRISTOPHER P. DROGOOL t FAHILY 
(COOHTS 1S3-169, lSS-192, 2S0-253) 
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Chart 28- 



PAYMENTS FOR THE BENEFIT OF CHRISTOPHER P. DR060UL & FAMILY 
(COUNTS 163-169, 185-192, 250-253) 
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$424,633.86 TOTAL FOR 1989 
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PER80MAL CRBDX* CMtO (CT 1«S) 



PAYMENTS P08 THB BENEFIT OF CHRISTOPHER P. DROOOUb S FAMILY 
(COONTS 163-169, IBS-192, 2S0-2S3) 
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-28-89 18,558.14 PAYMENT OF C. DR060UL BNL-ATLANTA 

PERSONAL CREDIT CARD (CT 186) 



a waa m ancrir of crrxstofiibr f. onoflooL i mahr 

<C0aMT8 l«3-l«a, 2S0-253) 
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$698,491.35 TOTAL FOR 1968 




roR THB BBmrzT or cntzsTorKn r. orooool • nuizLY 

(COOMTS 16S>1*2, 2S0>3B3) 
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Sm% 6-4*87 transfer of $957,167*66 from BNL-Atlanta to LHM Advisors 8«A 
account in lAixambourg (CT 163) 
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CONFIDENTIAL 

RESEARCH OFFICE 
Tape I 

A meeting of the. International Adv isory Board in Madrid 4-5 
May, 1987 . The meeting in Madrid of the International Advisory 
Board allowed for conducting vide panoramic, view, of the principle 
economic political problems of the moment, and of scenarios which 
are developing on a world level. This panoramic view is integrated 
- to supply a more complete picture - with the evaluations 
formulated by Henry Kissinger during the encounter with the" BNL 
delegation and the observations made by Mr. Kissinger and his 
collaborators during a luncheon meeting. 

Here are the principle topics discussed: 

East/West Political Relations. The analysis made by Kissinger 
IS of great concern and very negative. The current Reagan politics 
towards the USSR - he says - are backed up by the Republicans and 
Democrats for various reasons: the fact is worrisome because 
intelligent Democrats and intelligent Republicans, who see the 
danger in this dialogue, are becoming . . . extinct. 

Kissinger's analysis begins with this considfration. 
Gorbachev is certainly a new phenomena but in the USSR all new 
heads of state when they reach power are defined "new phenomena." 
The same occurred for Stalin. On the part of the West, there is 
always the desire to see something new in the USSR, tb bet that 
something will change. Gorbachev did not see the "purges of 
Stalin" he was a child at the time of the war, that his life and 




his ascent to power all occurred within the comnunist party, in the' 
shadow of the Andropof secret services. He who thinks that 
Gorbachev wants to question communism is committing a very grave 
mistake. 

Brezhnev and Gromiko were not for us Americans, very, 
formidable opponents. In the dialogues I had with Brezhnev - 
explains Mr. Kissinger, - Breznev gave me the impression of being 
a Head of State, who was rather confused and awkward and fearful of 
entering into a tight confrontation with the United States. 
Gromiko, on his part, could be every once in a while, a 
constructive partner in a dialogue. He was not excessively 
ambitious; he knew very little of the world, except for the United 
States. The United States was his sole strategic preoccupation. 
In 1972-73 the United States had therefore one great opportunity to 
conclude relationship of a broad scope with USSR, from a position 
of force and prestige* Watergate hnd our mistakes have upset that 
possibility. 

We live now in a strange and dangerous situation for the West. 
Gorbachev has understood that the Soviet system is not competitive 
with the others, not even with the Chinese. He is therefore aiming 
towards efficiency and towards individual responsibility. But all 
this must not be confused with democracy as we intend it. It is 
not understandable why the West wants to have in the USSR an 
efficient rival rather than an inefficient rival. 

In my dialogue with the Cremlin, Z was impressed by the fact 
that the heads of the USSR today make critical analyses which are 
very punctual and strong on that which does not work in their 
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country. If we were to do that we would be accused of being 
viscerally anti-communists. But when I asked them how they could 
reconcile central planning with individual incentive, I did not get 
a reply. They say: we do not know, we will see. But in the 
history of the USSR there has never been decentralization and there 
is not such thing as single individual enterprise. The USSR is an 
empire not a country. I do not believe therefore, that the USSR 
with Gorbachev can change deeply. And it is not in the interest of 
Europe and of the West in general - to reinforce the USSR and 
reinforce Gorbachev unless the latter changes the foreign politics 
of the USSR. 

This the point. From this point derive as Mr. Kissinger says 
- my preoccupations. Gorbachev could also be a pacifist, but in 
order to govern he must be backed up by the military and the KGB. 
He must justify to them his new orientation in internal politics. 
He therefore cannot advance propdsals which can weaken these two 
forces on a world political scene, apart from and beyond whatever 
his own personal opinions are. Gorbachev tends therefore to say: 
let's gain time with regard to the U.S. and in the mean time let's 
reinforce ourselves internally. 

The West has not matured proposals towards the USSR. The 
reactions of the West are acceptance and applause, especially on 
the part of Europe. The only exception is Thatcher. The fact is 
that in Europe, for Kissinger, foreign politics are guided by two 
principles: (1) appropriate oneself of the ideas of the opponent 
and define oneself as wise, (and this is what is occurring today 


3 
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with regard to the USSR) (2) do not look beyond the limits of the 
political mandate and attempt therefore a momentary success with 
public opinion. 

The consequence is this, the USSR will reach results thanks to 
the weaknesses of the West. Nothing traumatic in the short term.. 
But what will occur 3-5 years from now? The USSR will continue 
along its way and it will always be stronger. And the West will 
always remain at the window. And one needs to keep in mind another 
fact. The Soviet regime may disintegrate for internal reasons not 
because of pushes or forces coming from outside. 

Kissinger adds: I have always backed President Reagan because 
the alternatives were worst. But after the farce encounter of 
Reykjavik, in harmony with Nixon, I have publicly separated myself 
from this. There is no seriousness in having made believe that the 
problems are solved with regard to world thermo-nuclear 
confrontation. And that all this is resolved in three hours of 
discussion without any preparation whatsoever. It's absurd. The 
insuccess was a given but in that case it became a principle: the 
possibility of abolishing nuclear arms. It is a topic which may be 
pleasing to the little professors, to the so called experts, but 
not to those who reason with the reality of facts. If there is an 
agreement of this kind between USA and USSR, there would be an 
immediate race to hide nuclear arms, with mutual distrust, while in 
the same time it would be necessary to "verify** the attitude of 
other countries that do have nuclear arms as for example India and 
Pakistan. The two super powers would however need to keep a 


4 
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certain ninimua number of nuclear arms compatible with their 
defense necessities. And this is more or less the current 
situation in absence of a star shield. 

This takes us to the double option zero. For Kissinger the 
agreement will be reached, within the year Gorbachev will go: 
Washington and in 1988 Reagan will be in Moscow. But to speak of 
equelity on the level of conventional arms means not knowing 
European history. Even this agreement is, in practice, a deceit. 

Europe is at the center of attention, also because Gorbachev 
has changed objective. In Reykjavik he was asking the United 
States to abolish "the space shield", then he changed direction and 
now he is putting in difficulty Europe, with the two options zero. 

But there is more. The Soviets could have chosen if they 
wanted a real agreement, the route of the silent technical 
negotiation. When I went to Moscow, says Kissinger, the heads of 
government asked me which channils could be exercised in this 
since* in the dialogue with the United Stetee. But Washington 
remained waiting[? X am not sure of Italian expression 'Rimanere A1 
Palo' which X cannot find in dictionaries.] and Mdscow chose the 
route of the public channel, of the public show, which in this 
field is absurd. Xt only serves for propaganda purposes, it serves 
to dissociate the Atlantic allies from the United States, and to 
not reach valid conclusions and serious agreements. 

Another aspect to keep in mind: China. There is the risk of 
compromising, with this US-U8SR agreement, the polities which the 
US has developed toward China. This um will also be giving space 

s 
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to the Japanese who has progressively changed their attitude. 
(This we will talk about further on) . 

One historical mention. In the 40s the West was saved by the 
impatient of Hitler, who did not wait to be completely prepared 
militarily. The USSR is always a patient country. Therefore, the 
double "option zero" does not light fires of war, but it gives 
space to Gorbachev to carry out his own strategy, which is based on 
reinforcement, even military, of the USSR and on the division of 
countries of the West. 

Europe, in the opinion of Kissinger, should reenforce its 
political and economic and military unity. But this is a wish, 
more than a concrete possibility, in light of the evolution of 
world relationship. 

Kissinger says: Reykjavik had for the Russians the objective 
of isolating the United States from Europe (topic of special 
shield) with the tacit cooperation of the Europeans. Today, the 
USSR is isolating Europe, with the tacit cooperation of the United 
States, because it is rendering Europe De Facto a potential 
battlefield for conventional arms. Here is the result of the 
incapacity on the part of the West to think, organize and conduct 
a strategy towards the USSR, having the objective of making 
agreements, but being the leader in the discussion, that is not 
leaving to Gorbachev the possibility of taking initiatives. 

Kissinger sustains that at medium range all of ^is will 
provoke negative reactions towards the US on the part of 
traditional allies of the US. The areas public opinion favorable 
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to tho US, will feel botrayod. And also Mr. Reagan, elected by 
those who wanted to give shine to the US foreign politics, will be 
hit in his image. The Americans will not understand a president 
who as far is known, wants to tour the United States accompanied 
by Gorbachev to demonstrate how he has established peace in the. 
world by accepting the piblitics of the USSR. Reagan was not 
elected in order to reach this objective! 

Raymond Barre shares this diagnosis and adds: after 
Reykjavik, the USSR aimed its attention on western Europe, 
concentrating its efforts with regards to Germany, who feels today 
a particular attraction towards the East, towards all the countries 
of the Comecon. Eurb)^ should react in a unitary fashion, 
coordinating its efforts for common defense. In a contrary case, 
there is the possibility of a "France-Great Britain alliance because 
these are the only two countries to have nuclear arms. And these 
two countries can become poles of Attraction for the other European 
countries who feel undefended. 

Points of Crises . In the diagnoeis of Kissinger (which took 
plac. in . privat. wieeuntiar) th. Onitad StatM finds itsalf in 
front of on. df th. nor. d.lieat. phasM of its political-Monraie 
history of th. last IS yMurs. 

Th. prebiMS arst TIm USra (th. for.sMabl. rasult of th. 
d.v.lopMnt of rolationships is th. birth of furtlMr tmsions with 
alliad countrios in Europ. and in Asia) ; Japan (d.f insd th. Mr. 
d.lieat. in g.n.ral tmrns;) Itexiee. 
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On an internal USA level. Kissinger observes: 

- Reagan will reach the end of his mandate and he will still 
have problems, because of the parliamentary inquiry which is going 
on, but he will not have to leave the White House. Americans are 
ready to justify help given to the **Contras'*; they were always, 
given, [unclear]. They are instead contrary to a dishonesty on the 
subject of terrorism. Reagan is physically capable of concluding 
his mandate. 

- It is not possible to make legitimate forecasts on the 
political elections of 88. The democrats do not have a leader. 
Hart is not credible (hie recent private affaire have given him a 
further blow) ; the candidatee of Italian origin, like Cuomo, do not 
have any poeeibilitiee, becauee there ie alwaye eome journaliet who 
ie able to find a blemieh in their family hietoriee. If the United 
Statee are not hit by an economic crieie (alwaye poeeible, we will 
talk about that later on) , then the Republicane will be able to 
keep the lead with the current vice-preeident Bueh, which ie the 
more eolid of the candidatee currently. 

- Thie economic eituation ie delicate: The dollar in short 
term will decrease further, the yen will appreciate further. The 
danger of a return of inflation is not to be excluded. Three can 
be considered the provoking caueee at a world level: 1) the fall 
of Iraq, with the victory of Iran and with a subsequent new shock 
in the prices of petroleum, pushed by the wind of Islam; 2) the 
failure of American banks, for example that of Bank America with 
the subsequent necessary saving action by the Fed and injection a 
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strong liquidity within ths country and 3) tha insolvancy 
declaration on tha part of Mexico • 


At this point tha discussion takes on a general econonic 
nature. And here are therefore, some of the diagnoses discussed. 

World Bconoaic Scenario. Kissinger does not believe that in 
the future there will be the sane free exchange that there is at 
current levels. Therb will be economic blocks with trade between 
the blocks, Europe, the U8 and Canada, and countries of South 
America. ProtectiMism Jji the OS is a fact Which is becoming 
always more present , also towards Europe, backed up by unions, and 
vast industrial sectors. 

The perspective is that of stagflation: and it is possible to 
speak about an imminent recession fOr a series reasons both 
political and economic. The potential for crises are many and any 
one of them could all of a sudden burst. 

Says Kissinger: We will have a recession within the next 4 
years. I not sure when and I don't know of %rhat scope. But the 
recession is inevitable, because the countries of the West are 
living at a higher level than their possibilities. There is too 
much finance with respect to the growth of real economy. On the 
boards of many American companies, they are deciding today to 
remain liquid, to limit the investments and this is a signal of 
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recession that is knocking at the door. Even in Europe there is a 
tendency of this nature, even if less accentuated. 

United States - Japanese Relati onships . These represent the 
most delicate problem at the current moment and even on a long term 
prospective. Says Kissinger: The Japanese today speak of 
Americans as ve speak of the Russians, that is, of a country that 
knows how to do a few things, but is very behind in general terms. 
Therefore, the Japanese consider today Americans as already 
bypassed from a technical point of view. The economic growth 
becomes in this sense, the way of conducting a psychological war on 
the part of Japan toward the United States. The Japanese want to 
demonstrate that they are ahead of the United States, that they are 
"beating us economically", says Kissinger. The recent visit of 
Nakasone in Washington is utilized by the Japanese as a certificate 
of a victory by them. 

For Kissinger, the quality of the United States production is 
no longer competitive in many sectors with the quality of Japanese 
production. 

Two aspects to by considered by Kissinger, in talking about 
Japan. 

1) The Japanese do not have a tradition of cooperation with 
other countries. They want to resolve their own problems by 
themselves. The Japanese in the 90s will construct their military 
defense according to specific objectives and not in cooperation 
with United States. They will construct infrastructures for 
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defense in an autononous manner. Their expenaee for defense, which 
will increase, will not change the economic strategy of the 
country. By the year 2000 Japan will be the first economic power 
of the world; 

2) Any decision on the part of the Japanese is reached through 
a large census internally. Whether there be in power Nakasone or 
another leader (there is a foreseeable rotation by Octobeir) the 
issue does not change. Ho Japanese Prime Minister can follow in 
autonomous fashion an agreement with another country and impose it 
internally. This is why the recent encounter Reagan-Nakasone is ' 
not significant for the purposes of general economic politics. The 
subject of interest rates which was raised at that time, has no 
depth to it« What the United States wants Hakasone is not in the 
position of conceding. 

The Japanese, as is well known, has made heavy financial 
investments in the United States,^ they have acquired companies in 
the United States. But they move into the united States the less 
sophisticated technologies; the best ones they keep in Japan. 
Kissinger does not believe that the Japan would "retreat" from 
their financial investments in the united States, in the light of 
the loses that they have been subjected to, due to the fall of the 
yen (the presence of the Japanese, as buyers, in the offer of these 
days of a public US shares is a confoniation of this forecast) on 
the other hand only now arei the Japanese becoming aware that there 
is a European alternative for their investment. 

Japan will always become more important on the financial 
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level. The market of Tokyo will become fundamental (unfortunately 
adds Kissinger) but the Japanese - sustains Kissinger - can not 
isolate themselves from the United States as far as financial 
relationships are concerned. 

will we witness a change in world leadership? Not within a. 
short amount of time, responds Kissinger. But on a long term, yes, 
especially if the United States and Europe will not identify areas 
of substantial agreement. 

Kissinger cites a strange episode as a confirmation of his 
diagnosis: The Japanese present to American companies offers of 
acquisition of airplanes, in response to the American solicitations 
to reduce the commercial deficit and these offers to acquire 
airplanes are correct only in matter of principle. In practice 
they are presenting requests that are so sophisticated (airplanes 
that must be able to land in a few meters and with absurd 
temperatures on the runways, etc.) that they appear beyond any 
technical ability of satisfying them. It is an example of the 
psychological war of which we have been speaking. 

Economic situation in the United State. The diagnosis 
developed by Walter Heller is substantially optimistic. His 
conclusions: 

1) The United States economy will grow at a rate of about 3% 
in 1987; 

2) Inflation will settle at a round 5%, with an increase 
with respect to the current level, but not excessively; 
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3) Th« increass in tha intarast rataa will ba raaaonably 
containadf unlasa thara is a varification of an attack on tha 
dollar; 

4) Tha fall of tha dollar will stabiliaa aftar a pariod of 
adjustnant which will not ganarata a ganaral crisis* 

In tha past waaks thara has baan discussions about tha 
incraasa of tha GNP ragistarad in tha USA during tha last quartar. 
Thara has baan talk about an accumulation of rasarvas/storas, 
aspacially in tha automobila industry; but tha raality is that tha 
aconomy is still "pulling** anough bacausa thara is a "pull" for 
intarnal daaand. Paailias, for fiscal raasons, hava incraasad 
thair availability to spand and from harm tha proposal to raviaw 
tha raform, to imposa taxas on alcohol, tobacco and gas. 

Inflation will not pick up fores, bayond tha indicatad laval, 
bacausa tha work markat is in a situation of calm. Thara is no 
forasaaabla sharp salary incraisas. Thara is an axcassiva 
productiva capacity and tharafora thara is no dangar of 
ovarhaating. History taachas that until tha sonant in which tha 
utilizad productiva capacity doas not axcaad S0%, inflation ramains 
undar control. 

Tha intarast ratas vill follow this eontainad trand of tha 
inflation. Volkar is conducting an action which is slightly 
rastrictiva. Tha Pad vill ba abla to incraasa in a limited 
fashion, during tha coursa of tha yaar tha discount rata, :saying 
thay ara adapting to tha markat, not pracading it or orianting it. 

Tha USA fadaral balanca is undar prassura. Tha Congrasa^ in 
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contrast with the Administration, wants to increase taxes. The 
White House asks for increases in military expenses* However, a 
reduction in the budget deficit is foreseen, from the current 120 
billion to values well under 100 billion. Reagan could change 
fiscal politics in the directions indicated before, applying 
Churchill's motto "I will not retreat that which I have said, 
because it was justified by the situation of the moment in which I 
had said it, and by the information that Z had in those 
circximstances**. The politicians have the right to change opinionl 

As far as the foreign investment in the USA is concerned, 
Heller maintains that it is improbable that the Japanese will 
refuse to acquire still more Americans public shares, corresponding 
to real profits of 4%. A true defense of the dollar also 
presupposes an increased coordination of monetary politics at an 
international level, which is difficult. The encounters in May, at 
the OCSE headquarters and in June '-in Venice could possibly lead to 
something new. This is a wish. 

The USA problem is this: Production increases by 500 billion 
dollars a year: internal consumption increases by 700 billion. 

There is, in the diagnosis of Heller, the ascertainment of an 
increasing interaction between the world of finance and the world 
of production: if there is, therefore, a certain production 
increase and if inflation does not get out of hand, then therefore, 
the tension in the exchange can be avoided without drama. 

On this scenario, various were the discussions, with questions 
and issues raised. 
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Lord Ezra; H« sms ths danger in assiiaing and spreading too 
optimistic positions, because they risk halting the efforts that 
Europe and Japan need to undertake for a general readjustment. 

Pierre Ledoux s He does not see solutions for the USA deficit 
in foreign trade. A dose of protectionism is probable. But will, 
it be sufficient? He is doubtful. Then it will not be a drama if 
the dollar decreases still. But there will be a drama if these 
crisis points begin to explode. A drama that will involve also the 
financing of the USA balance deficit because the international 
financial markets are very nervous . At the current State of 
events, the financial markets are^doing o.k., in the Sense that 
li^idity is abundant. Mew operating possibilities are 
foreseeable. The real economy im however doing leSs well and this 
is the ongoing, contradiction. An immediate crisis of the dollar 
would provoke repercussions on thoM markets. "We must question 
ourselves on this perspective and'aet accordingly." He observes. 

wiiiiM Takaqalci t M fMre thmz, InevitaMy there will be a 
further increase in the yen before the end of the year. The 
developments will depend on the capacity of Japan tb stimv.^.ate 
internal demand. But Japan, he sustains, has strong problems, with 
specific reference to the fiscal ones." 

Raymond Barrs L Re is not sure ^lat -the U8A will be able to 
reduce the balance of trade deficit without^ having the dollar 
--^'decrease even more. The ^ USA ask the other countries to follow 
policies complimentary^ to the reduction of the dollar. Bbt "it is 
not possible without the USA taking action also in terms of 
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internal economical policies. He does not share the theory of the 
” locomotive** I to pull along a revival in Europe. But Europe can 
certainly do more. It is not in its interest to accept the 
progressive slowing do%m of the USA economy: Europe must roll up 
its sleeves, with Germany in the forefront. The European economy, 
has not invested in a adequate manner, especially in the field of 
new technologies. And from here the necessity to adopt a mutual 
policy to increase the expenses for investments (for example, 
fiscal reduction) and to stimulate internal demand. 

Hans Merkle : The government of Bonn is not willing to 
stimulate the German economy, possibly anticipating fiscal maneuver 
foreseen for the end of 1988. Germany will have this year an 
increase of 2-2.5% ca. In the last two years the rate of salary 
increase in Germany has been around 3%, with some points reaching 
5%, in the presence of zero (0) inflation. From here derive the 
stimulations to internal demandT and not from desired fiscal 
maneuvers! 


Tl>e French sitMtiM ADd BurOPflM BCfitaltMt* The 

conversations developed up until now confirm how every mention of 
the economy exceeds today national boundaries; from the USA, to 
Japan, to Europe. 

Raymond Barre has developed a diagnosis of the French 
situation making some rather worrisome/alarming points. The 
industrial production registers a zero (0) increase in the last 
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year, uneapIoyBent increased, the rate of investment is low, the 
companies better their budgets, reinforcing their own means, but 
not looking towards tomorrow in terms of investment. The 
productivity of industry has declined as a consequence of the 
strong decline in investments which has occurred in the last years. 
Public deficit remains very heavy, due to the requirement of 
financing of social security. In summary, the French economy is 
not very^ poiitive, with respect to what is going on in Germany, 
Italy and Spain. 

The coordinating of economic politics and monetary politics 
amongst the various industrialized countries is a necessity and 
Barra has hopes for the ’'summit'* at Venice, but he does not illvae 
himself. 

As far as the process of privatization in Prance, it is 
possible to say that having begun this year, it is enjoying a 
success . S. Cabin e Paribas have" become privatized and ot^er big 
companies will follow in the first semester. At the end of '87 
half of the process of privatization, which involves sixty-five 
companies, will have been completed. It is possible that also the 
insurance companies will be privatized, but the govemmeht has 
decided to better, privatising them, their structures in order to 
reinforce them adequately. 

(It is possible to remember that Barre, in the preceding 
encounter, had advanced some reserves on the topic of French 
privatization, concerned above all with the fact that at the 
offering of shares to privates, this did not correspond to an 
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adequate request, for lack of available liquidity at a family 
level. However, this eventuality, at the actual state of facts, 
did not verify itself) . 

The French political situation presents these characteristics 
according to Barre 1) President Mitterrand is enjoying a favorable, 
situation within the **co-habitation" in progress; the Socialists 
have won a few local elections; 2) The problem of social condition 
will be the one that will dominate the next electoral campaign. 
Public opinion is now looking for a **mix** between market economic 
and social solidarity to face the risks of this period of change, 
risks that involve above all, unemployment. The rediscovery of 
market economic is not separate from a attachment to the principles 
of social solidarity: free market is too important to be left on 

its own! 

As far the path of a European community there will be 
difficulties, says Barre: it is "necessary to enhance the common 

agricultural policies in order to reduce the increased rate of 
agricultural expenses, to stimulate other expenses, above all in 
the fields with advanced technology. The Community should, then, 
finance the necessary productive reconversions in Spain and 
Portugal, new members of the community. 

The budget deficit of the CEE (European Economic Community) is 
5 billion units of count. It will be necessary therefore, to 
increase the contribution of the member states, with an increased 
share dram on the advalorem tax. [I.V.A. ]. But there is 

resistance on the part of the English, German and the French. The 
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financial problem remains therefore open and it is extremely 
delicate. 

Text illegible [Memo that says, only mention of Iraq, p. 17.] 

Iran t lag Contligt 

The opinion of Kissinger is in part changed with respect to 
his observations on this conflict, on its result, on its outcome 
and on the consequences within a world context. Once he took it 
for granted that there would be a sure Iranian victory. Today he 
**I give the victory of Iran over Iraq at S5%* and recognizes "I We 
changed my percentage with respect to previous evaluations." And 
he explains: it is , necessary to take into account that a very 
strong victory of Iran would be a disaster for the West, because it 
could increase the price of petroleum and start a new inflationary 
shock at a world level. (A rather malicious question that could be 
asked is: will the United States act to delay the end of the war, 

to give a hand to Iraq, after having attempted to "approach" as it 
is well known, the so called "moderate" groups of Iran?) 

At medium term, however, Kissinger believes that the 
relationships with Iran can be better. Iran Wil now has not taken 
full advantage of the "opportunity" of Irangate: evidently Iran 

has compromising documents for the Reagan Administration, but it 
has not utilized them. Why? 

Kissinger feels that in Iran a new management class which is 
less fanatical but not less religious is coming to light. This is 
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a topic that concarns, as was said, the sediua term. On the short 
term, it is the interest of the West, continues Kissinger, that the 
war does not acquire traumatic conclusions, because the 
consequences for the West would be very heavy. 

The "wind of Islam**, in the case of a strong victory of Iran 
would expand not only into Saudi Arabia but also into Egypt (where 
the **blaclc Muslims** are in the increase) , and above all in Turkey, 
a country that has been strongly secular but where the Muslims are 
beginning to progressively gain foot again. And Turkey is a 
stronghold for Nato. On the other hand, a weak Iran would not 
represent a valid bastion against the USSR in terms of global 
strategy. 

Other discussions in the course of the meeting of the board 
concerned: 

1) Sitmatton OL QMXI Britnin^ Lord Thorneycroft pointed 
out that besides the statistics (the topic is in particular valid 
for the United Kingdom) it is necessary to understand and evaluate 
the psychological climate of the country in question, to understand 
where it is heading, which are the avenues it is following. Here, 
therefore, the indications concerning Great Britain. 

a) Inflation was maintained low, economic activity is good; 

b) There is certain trust and a certain optimism with a 
possibility for Ms. Thatcher to be re-elected when they will be new 
elections probably next Jiine. 

c) There is a conviction that the social model is changed, 
there is less rigidity in the work sector, but to make everybody 
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understand this, is not easy; 

d) Only one big black point: the strong unemployment that, 
in relationship to the configuration to the activities that are 
meant to pull (for example an advanced services market) is not 
being reabsorbed by economic growth. 

Ms. Thatcher - explains Lord Thornerycroft, is possibly more 
famous abroad than in Great Britain, but also the. British who do 
not love her very much, recognizes her iron willpower:. She is the 
person whom all indicates to be the only one who can deal with 
Gorbachev. 

Substantially Great Britain is a country with a good balance 
that increases its investments. Great Britain depends a lot on 
abroad and therefore on the world trade: its managing class 
believes in free exchange and it is contrary to any form of 
protectionism. There is, therefore, concern for the difficulties 
which are manifesting themselves in this field at an international 

2) situation in Spain . Enrique Puentes Quintana sustained 
that the economic situation in Spain is good on at a real level: 
there is a strong groirth in the productive activities, a sustained 
internal demand, a high level of investments (plus 14% in real 
terms last year) • The number of employed has increased by 300 
thousand units in the last year, even if youth unemployment remains 
at approximately 40%. But there is a differential inflation with 
concern to the EEC averages, inflation which is the more 
preoccupying factor and which the government intends to cure; 
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this is ths opsnly dsclartd priority choics. 

This inflation has baen in economic terms, solicited by the 
application of the advalorem tax, [IVA] but it is structurally fed 
by an excess in public spending. This spending is due to social 
measures which were introduced before the Gonzales government: for 
example, it is sufficient to work for a few months to have the 
right to welfare in case of unemployment and this assistance lasts 
for an undetermined amount of time. So this is nothing more than 
an incentivation of an assistance type social structure. 

The recent monetary measures, of a rather restrictive nature 
of the Central Bank of Spain, created mainly through direct 
controls on the increase of internal credit, have reduced the 
liquidity of the system, and have provoked a dramatic increase in 
the rates within the system. The interbank rate, for example, 
increased in a few days by approximately 8-10 points, reaching now 
about 23-24% (in real terms 15%) .'' 

The problems Of today and of tomorrow in Spain are: 

1. To moderate public expense in order not to supply reasons 
for an increase in inflationary tendencies. In the light of a 
public deficit, which is less in relationship to the gross national 
product (Qlk) than the Italian one, Spain has, however, an internal 
savings which is less elevated than the Italian one. From here the 
necessity of appropriate measures to redesign the growth of public 
expenditure. 

2. To renew the agreements with the unions in order to 
maintain contained increase in the cost of work in a contained 
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manner, and, therefore, not place inflationary stimuli from this. 

3. To reduce the excesses of demand (public and private) 
which provolces today a strong deficit in the balance of payments, 
with increasing pressures on the exchange rate, within the context 
of the European community. 

1987 opened in Spain with a certain anxiety. In 1986 the drop 
in the price of oil and the drop of the dollar had favored the 
economic growth even in Spain; but now the internal problems are 
coming to the forefront. 

In conclusion, it is possible to say that Spain is living a 
period of **boom" as in the 60 's as far as economic activity is 
concerned; but along with this **boom" there are pressures on the 
monetary level which need to be carefully controlled in order to 
avoid lack of equilibrium. 

The situation in Brasil and the indebtedness ; 
Roberto De Olivira Campos has supplied these indications: 

Brasil : After an agitated year, Brasil finds itself facing again 
a very high inflation. It was, for various months, at zero level, 
but this was only thanks to a policy of the "freezing* of prices 
and salaries, followed by a freezing of exchange rates. The 
"freezing" does not represent an economic policy; experience 
anywhere can teach this. And, in Brasil also, they have, 
therefore, developed a very broad "black-narket," with prices that 
have gone through the roof and with the situation that has slowly 
become unsustainable. In the meantime, they have verified an 
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''•xplosion of nationalisa* which has discouragsd forsign invsstors. 
**A nationalisa** tiad to pride for the supposed successes of the 
battle against inflation and in econonic gro%rth. 

There has also been a decrease in the flow of financing on the 
part of foreign banks. 

The Brazilian government, facing the failure of the action 
taken, has proclaimed it did not want to pay the debt, also for 
demagogic reasons; it did not intend to deal anymore with the 
Monetary Fund. (IMF). This rigid position has somewhat softened, 
measures have been adopted, and the situation is slightly improved. 
But there is no doubt that it remains still extremely difficult: 
**we are facing a new Brasilian disaster," says Campos. 

Brazil is the country in South America which at the moment is 
watched with the greatest preoccupation; but, in relationship to 
other countries in this area, it presents a productive structure 
which is more diversified. There is space to maneuver for 
industrial restructuring, to attract again foreign capital: the 
most important thing is to reduce this wave of resurging 
nationalism. The escape of capital is not as strong as it used to 
be. 

^ere is to, hope, says Campos, that the government applies 
economic politics that are more appz^riate, opening again its 
negotiations with the World Bank in order to discuss more 
concretely the prospectives of the country. 

This topic concerns in a way ill of the countries of Latin 
America which are called to: (1) Maintain realistic interest 
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rates; (2) Maintain also realistic exchange rates; and (3) Reduce 
public presence which is always an inefficient presence. This 
''golden recipe" however, has not been applied also by the countries 
of the OCSC and remains, therefore, of difficult application in the 
Latin American countries. The possibility that the Japanese give, 
a contribution as far as the debt problem is concerned , is 
beginning to form. It could be a positive prospective, also, in 
light of the fact that the "Baker plan" practically did not work. 

Another hypothesis is that of "debt to equity swap": it can 
represent an instrument, even if partial, for a solution to the 
problem of debt. In Brazil there was a law, in 1984 and 1985, that 
favored this transformation of debt in shares of Brazilian 
companies; subsequently the Central Bank suspended rules; today 
there is a new project on this subject to which several objections, 
are being applied, with reference to the pressure of the internal 
mohetary situation which the application of this method provokes, 
let alone the fear which is spreading in all Latin American, 
countries, that the foreigners acquire with strong discounts, debts 
in order to introduce themselves in local productive situations. 

It is the interest of the international financial community, 
says Campos, to stimulate these countries so. that this instrument 
is utilised within the^ framework of measures to adopt in order to 
progreseively disengage, the big ^ebt temb under the reaUty of 
international economics. 

The observations of Kissinger on the subject of debt is this: 
the American banks fhould make an effort in their own interest to 
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accept a cut in the capital line of debt* But the general economic 
difficulties and the fiscal novelties (lack of incentivation) do 
not favor, at the current time, a maneuver which, however, appears 
necessary within the framework of a restructuring of the situation, 
which is indispensable and that now the banks accept as a matter of. 
principle. The problem of debt remains one of the most delicate 
**points of crisis'* of the current economic situation. 

Kissinger ends by saying that he is in favor of the idea 
already stated, of a "marshal plan" in favor of the indebted 
countries. But he sustains-in reply to a question-that he is not 
available to take on in first person an initiative of this kind. 
A new marshal plan should, amongst other things, be based on 
coordinated actions on the part of the U.S., Japan, and European 
countries: a difficult perspective in light of the tensions 
occurring in international cooperation, also on an economic level. 
The initiative of Japan, idiich" we have mentioned before, is 
welcome; but it is isolated and it does not represent a solution. 
Enclosure 


engfluntw: vita tat Binco Bittia 

Th« •neountar alloirad for on oxchaiigo of idoao on thro* 
topics: (1) Forsesst for ths year 2000 In bonking aetivitios; (2) 
an organizational plan to support tbs now way to "do banking;" and 
(3) tho problons of foroign trado and tbo rolo of banks in ths now 
contort of oxchangos. 
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Here are the principle indications supplied by the 
representatives of the Banco di Bilbao with specific reference to 
their bank* 

1) Thg.,.BanK in thg 2999? m the coming years two 
characteristics will become dominant: (a) The customer will be. 
much more sophisticated, he will require an always increasing 
cmalitv of services offered; (b) The marked will become 
increasingly free: there will be an increase in interdependency 
between the countries, the global market becomes a reality, and 
competition will become stronger. 

The answer needs to be identified in giving life to a large 
conglomerate , in which banking activity will be only one part. 

To give substance to this reply, two choices are imposed: 
[What follows in the Italian text does not relate to what is being 
said. There appears to be something missing]. It is difficult, 
amongst other things, that the Chihese, within a very short amount 
of time, be able to ** center** all the object ivee that they have 
proposed for themselves. The path undertaken by China will not be 
all downhill. 

The countries of^Latin America 

If, in the countries of Latin America increased tension 
explodes, with reference to the problem of debt, these countries 
will attempt to tighten relationships with the Japanese, the only 
ones that today are demonstrating themselves available to take on 
obligations tied to the problem of interfiational debt. This fact 
certainly reduces the influence of the United States on these 
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countries and it is a prospective which needs to be kept in mind. 

MaxicQ 

The problem of Mexico is extremely delicate. At the current 
time, there aren't any indications on who will be the candidate for 
presidency of Mexico, and so it is not possible to make any. 
political forecasts on the policies of the new president towards 
the U.S. It is certain, however, that a grave political crisis is 
in sight in the country. 
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On the other hand, as already as has been observed in other 
occasions, Mexico does not have state, military, etc* institutions 
capable of sustaining the country: it is a confused situation, and 
extremely delicate, which must conduct the United States to a 
careful evaluation of the actions to be adopted with concern to 
this country at its own borders. 

(b) Utilize the banking network (1,400 cashier windows; in 
Spain, the banks have (available) 30,000 cashier windows to sell 
new products, even insurance products. 

(c) Progressively restructure the network of banking windows 
(operation which is necessarily going to be slow) with regard to 
the requirements already mentioned, and with the objective of 
increasing activity, therefore, productivity. 

The internationalization must continue to be stimulated with 
the standardization of services. The bank is counting on the 
capacity of the branch manager. " The international vocation is 
based on two suppositions: (1) giving support to Spanish operators 
on foreign markets and (2) being present on large capital markets. 
The definition is this: 

"We need to be an international bank, not a national bank with 
international customers." 

To better reach the objective of internationalization, we need 
to solve two problems: (1) Defining the quantitative and 
qualitative dimension of our presence abroad; and (2) know how to 
develop the synergies between domestic customers and international 
customers. 
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In Spain, at tha currant tina, tha produ ct la aora Important 
than tha euatoaar. in tha Sanaa that-kaaping in nlnd public daf icit 
and conpatition of tha Stata - it la nacassary to idantlfy spaclflc 
products, which can Intarast tha euatoaar amongst thasa in tha 
forefront is tha insurance product. 

On tha other hand, only identifying tha correct product is it 
possible to transform tha aarlcat of credit-financial products from 
market dominated by demand, to market dominated (or at least 
controlled) by the vendor. 

• • • 

Th« Banco di Bilbao is prasant, basidas in banking activitias, 
also in othar sactors on tha basis of thasa stratagical choicas: 

(a) Minority participation in conpanias that oparata in 
various fialds of financa; in particular participation in insuranca 
coapanias of ganaral natura. 

(b) Total participation in coapanias oparating in lifa 
insuranca (Burbsicuras) • Priority stratagie objactiva: Intar 
aassivaly in tha sactor of tha ihsurancasp utilizing tha banking 
natwork to raduca tha coat of aala, 

Thay axplain: tha frontiar batvaan bank and insuranca is 
dastina to prograaaivaly shortan; va naad to kaap in mind tha 
incraasing tandancy on tha part of tha Spanish to obtain lifa 
insuranca, with asaistanca charactaristicse This is a trand that 
is, anongst othar things, dastinad to incraasa, in tha sansa that 
tha custonar is inclinad to anlarga his intarast to all of tha 
products connaetad to insuranca. Lifa insuranca is an alasantary 
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procedure: that is why ve have (distributed) attributed it 
immediately to the branches. We believe that this insurance is a 
correct and proper private banking product, like a^ checking 
account. The insurance becomes a type of investment fund, 
guaranteeing to the bank a collection at medium term from 
customers. There are no problems with the vigilance authorities on 
this /matter because this activity is permitted. The branches 
receive a prize related to the .profits; it is not the single 
employee who is incentivated by a prize related to the sale pf the 
insurance products. 

(c) ActiYitiM ftf .lnsttrmct Broktrages The single situations 
are being studied, the industrial risks are evaluated and the best 
solutions are identified. An activity of mediation. 

To sell these activities we proceed directly,^ that is, with 
”ad hoc** men, with an **expert nan in insurances# ” who operate 
within the branch. The final objective is to always utilize the 
banking network to sell all the insurance products, not only the 
elementary ones (as life insurance) . 

The insurance companies protest this **aggression” on the part 
of the banks in their field, but they are protests, that remain 
sterile. They do not have the money to acquire the banks and the 
subject is valid also for industry. (Opposite situation as can be 
seen with respect to the Italian one). 

... 

Taking into consld.ration th. int.rnational pwrapo^iv.., th. 
progrouiv. carrying out of libwralisation in th. novwMnt of 
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capitals, it is possibls to forecast that in the year 2000, there 
will be: global banks, understood as coapanies that' conduct 
universal banking in all of the world (for exaaple Citibank); not 
more than twelve; 

international banks: approximately 30. 

Banco di Bilbao wants to be an international bank within the 
context of this prospective. 

General type topic, to be carried forward in the opportune 
time, is that of having common legislation at a ECC level for 
banking activities . This topic becomes urgent, keeping in mind the 
deadline of 1992. 

Also important, within this context is the prospective of 
exchange of forms of permanent collaboration, between banks 
operating within the Community, eventually supported by crisscross 
exchange of shares. 

2. Th. Oraaniz«tioiMl PhlloBODhv; Beyond tho Board, thor. 
havo also boon constitutsd (it is an autonoaous choies of tha 
Banco, not sanctioned by their constitutional docunent) , three 
peraanent coeaiesions, coeposed of mabers of the Board and of high 
■anagers. There exists also an executive Conittae, in which tha 
highest nanageaent of the bank participates. 

The executive eoaaittee has, within its staff, the research 
departaent, the planning and devel^paent departaent and a few 
others. 

' Froa tha general nanager depend directly heads of other 
operations centers and that is: (1) intemationel activities; (2) 
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investments; . (3) commercial banking activities; and (4) data 
network and personnel. 

The three commissions are: (a) an international one which 

meets once a month; (b) controlling commission, which meets once a 
month. It is composed of three advisors (not by the President and 
by the General Manager) and it evaluates with an external auditing 
company the correctness of all operations. The Spanish law on 
companies does not foresee the existence the **Collegio Die 
sindaci"; (c) an investment commission that meets two or three 
times a week. 

The Banco di Bilbao has carried out regional articulation : 
there is a responsible person within every area that decides 
everything, from the movement of personnel to the. single 
operations. He is, however, also responsible for the results. 
Every area manager functions with an operative articulation, or 
freedom, similar to the one existing in t^e center. The principle 
of decentralization is carried out with, tte logic of .American 
industrial companies. 

What directly depends from central headquarters - with its, own c 
representatives in nine branches, that answer directly to the 
responsible manager in ceptr^lv headquarters r is the relationship 
with i^SQO "big customers ." ^e list of these 1,50.0 is agreed on 
and known. It has been generatsd in order to avoid that ths area 
managers should aim on big companies to conduct business, therefore, 
ignoring new and^potential <»istosidrs. . In. practice,^, ths Banco tends 
to have a. manager which follows constantly one or a small^nuBba^ of . 
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B3L.HA WP 

The Honorable Henry B* Gonzalez 
chairman 

Committee on Banking, Finance 
and Urban Affairs 
2129 Rayburn House Office Building 
Washington, D.C. 20515-6050 

Dear Chairman Gonzalez: 

On behalf of Dr. Henry Kissinger, I am writing to ask that 
you correct the record with respect to statements made during the 
House Banking Committee's November 9 hearing on the BNL-Atlanta 
loans to Iraq. 

1. Mr. Drogoul made a number of statements in response to 
Committee questions about his "knowledge of BNL's relationship 
with Kissinger Associates." The limited relationships of Dr. 
Kissinger and Kissinger Associates with BNL are fully described 
in my letter of May 12, 1992, and Dr. Kissinger's earlier letter 
to the Committee dated August 30, 1991, printed at page H2700 of 
the Congressional Record for April 28, 1992. As set forth in 
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The Honorable Henry B. Gonzalez 
jifoveinber 12^ 1993 
page 2 

these letters, BNL was a consulting client of Kissinger 
Associates from 1986 to 1988, and Dr. Kissinger served as a 
member of BNL's International Advisory Board from 1985 to 1991, 
together with other well-known international leaders such as 
Pierre Trudeau, Raymond Barre, and David Rockefeller. However, 
neither Dr. Kissinger nor Kissinger Associates ever advised or 
assisted BNL in connection with any loan or other business 
relating to Iraq. 

Contrary to Mr. Drogoul's testimony, Dr. Kissinger was not 
"the architect of United States foreign policy toward Iraq" at 
any time after he left public office in 1977, a decade before the 
period covered by Mr. Drogoul's testimony. Nor was he the 
"architect of these loans as they related to U.S. foreign 
policy." Dr. Kissinger played no part in the formulation of U.S. 
foreign policy toward Iraq during the period of the BNL loans. 
Neither Dr. Kissinger nor Kissinger Associates had knowledge of 
or involvement in any BNL loan relating to Iraq. 

Mr. Drogoul also stated that "the people at Kissinger 
Associates were somehow assisting clients of Iraq in furthering 
and developing business." The reference to "Clients of Iraq" is 
obscure, but even if it refers to clients of Kissinger 
Associates, the statement is untrue. KAI is a geopolitical 
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November X2, 199 J 

page 3 


Gonzalez 


consulting firm. It advises corporate clients regarding economic 
and geopolitical trends around the world. Although KAI has 
occasionally provided general advice to its clients about Iraq's 
comparative political stability and its role in the region, KAI 
has never advised or assisted any client in developing business 
in Iraq or obtaining loans for that purpose. 


2. You referred to a letter I had written to the 
Committee as Dr. Kissinger's counsel relating to documents 
published by the Committee* concerning Dr. Kissinger's past 
membership on the International Advisory Board of BNL. You 
described my letter as "protesting and stating that he [Dr. 
Kissinger] at no time as a member ever discussed Iraq". You then 
referred to minutes of an International Advisory Board meeting in 
Madrid on May 4-5, 1987, showing that Dr. Kissinger had discussed 
the Iran-Iraq War and its strategic and political implications. 


My letter to you dated May 12, 1992 contains no statement 
remotely resembling your characterization of it. It contains no 
statement whatsoever about the substance of any discussions at 
the International Advisory Board. While it is true that Dr. 
Kissinger did engage in discussions of the international 
political and strategic situation at Advisory Board meetings. 
Including the discussion of the Iran-Iraq War you referred to. 
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Honorable Henry B. Gonzalez 
*S%2wr 12, 1993 
paga 4 

nothing in my letter can be read as suggesting the contrary. 

As Dr. Kissinger has previously told the Committee, the 
purpose of BNL*s Advisory Board — like similar advisory boards 
for other multinational companies ~ was to present the views of 
experienced world leaders on political and. economic developments 
around the world. Dr. Kissinger's general comments regarding the 
Iran-Iraq War were no different from remarks he made in other 
fora. The Advisory Board was not informed about and did not 
provide advice regarding BNL's banking activities in particular 
countries. The Advisory Board minutes show no discussion of BNL 
loans relating to Iraq or any other country, and there were no 
such discussions. 

The activities of BNL-Atlanta and their relationship if any 
to U.S. foreign policy vis-a-vis Iraq in the 1980 's and 1990 *s 
may be worthy subjects of inquiry by your Committee, but as the 
record before the Committee plainly shows. Dr. Kissinger had no 
involvement whatsoever in either of these subjects. Throughout 
this period, and well before Iraq's invasion of Kuwait, he was a 
consistent public critic of Saddam Hussein, and did nothing to 
assist him. The allegations made in the Committee's November 9 
hearing concerning Dr. Kissinger and Kissinger Associates are 
totally untrue. 
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o*he Honorable Henry B. Gonzalez 
Hovember 12 , 1993 
Page 5 

I respectfully request that this letter be in^de a part of 
the hearing record* 

Sincerely yours, 

'yi 

Lloyd N. Cutler 

cc: The Honorable James A* Leach 

Ranking Minority Member 








321 


Third, I find it hard to accept your statement that Mr. 
Kissinger played no part in the formulation of u.s. foreign 

policy toward Iraq during the period in question." Mr. Kissinger 
was the former superior and close friend of former Secretary of 
State Lawrence Eagleburger and former National Security Advisor 
Brent Scowcroft. These men played a pivotal role in setting U.S. 
policy toward the Middle East and Iraq, and I find it hard to 
believe that they were not influenced to some degree by Mr. 
Kissinger's thoughts on the topic. 

Per your request, I will include your letter of November 12, 
1993 and my response in the printed record of the hearing. 

Henry 3. Gonza]4z 
Chairman 
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BANCA NAZIONALC DEL LAVORO' 


UJIG! SAROELLI 

Emoum* V«* Awdam 


Mr. Chris Orogoul 

Bancs Kaslonala del Lavoro 

Atlanta Branch 

Gas Light Tower 

23S Peachtree St.. N.E. 

Suite 2000 

Atlanta GA 30303 


BANCA NAZIONALC DEL LAVORO 



Regional Auditor, 
New York 


Dear Nr.* Orogoul: 

I enclose herewith a copy of two ntnoranda which because of the 
nagnit’ude of the amoutics involved and the seriousness of Che 
findings have been sent to ne by our Regional Auditor on a interim 
basis . 


On a personal level I must say that I was shocked and 
dismayed. Given Che extreme accessibility with which I xaake myself 
available anytime ot the day (and the night) to whomever officer 
of this Area asks for guidance, I would have never e:cpecced chat 
such a situation exist in the Atlanta Agency. 

But then the question comes: how can anyone lend guidance 
to people who evidently do not vane to be guided? 

Ri vert lag Co afficisldon I believe that your explanations 
of the cireuaastances which prompted the existence of so many 
unacceptable exceptions are needed with the outmost urgency. You 
undoubtedly realise that in certain cases Executive Committee 
Resolutions have been defied (the Head Office letters dated Feb. 
18 and Hay 30, 1938 on Cargill have noc uv«n been answered) 

whereas "country risk exposures", the domain of our Board of 
Directors, seems to have been exceeded ouc of any proportion 
with the aoKmnts authorized. I suggest chat you prepare a 
memorandum of explanation touching upon all the topics contained 
in the Regional Auditor's memoranda, so that it can be discussed 
at a maeting with me to be held on Frld.:y. October 7, 1988, in 
New York, Bank premises 7th Floor. 

f 

Sir^crelv, 

V 


CS WEST Slst STREET • NEW YORK N Y 100*'i • <2121 5d« -0710 
retHX ts?a40 2-«ti-3t*>? 



BANCA HA210NAL5 DEL LAVORO 
A7LA^TA AGENCY 


RAPICCM COVER LSTT2R 
PLEASE OBtlVER TOT FOLLOWING PACE(S) TO! 

NAK2: nA. €/^- 

BRANCH* ftgG-IOA;At- Ptfy>JA&e/'A^AjT . V«?/2 m' 

FROMx A 

NAME: />. > 

BEPARTMENTi ATLA ^ 

TELEPHONE #; 

TOTAL NOMBBE OP PACES fSb4' INCLLTJISC COVEH LETTER. 

NOTE* 


IP YOU NEED A RESCNS OP ANT PACE. PLEASE CALL THE NUMBER ABOVE. IF TOO 
DO NOT CALL, WE WILL ASSUME THAT YOU HAVE RECEIVED THE DESIGNATED NUMBER 
OP PACES SATISFACTORILY. 
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Me/i06A/0b0A1 




fiU. L. CMneu/y Sirecifrft^ V/ce Pefstde/^/r^ 

^M*t: . 1. ^ \l.t 

>uiipeT .; g ft.frP 9F ^TLAMTA <4<iffVC/ /4<^J,,r oP ‘f/vj^ 


'Svesetsuff/'or T6 euft MeAiO£AAJbu/>i oP ^ I ^"TUe 
. foiuouitfj^ '£ At/ uf^A-re oF OMA Am4(t F'AioiA/ss: 

4. dfie^iT Li»/g Fxcessgs t>A/g utA<sg »a> QMPgr/o<v/ 

&QsroMg/t ouT<tr/Ml/A/os BrtgviMb^iuM* 

I U 4 

6M.SILL. Mtefjfy 7X‘,oea,ot0 Sj,cC0,«»» 


\ Um «p enm *» 
ifte«r»*A 


V afMPBtit JistffLy \«o» ecc 

•* #*Au ' ' 




Lijne WA 

fuftiiiiiMr $cr\¥fri 
4s em Lfv 

4< «FCjai(# 

^7,«A3t»*o 


^ o - 


#oo 


V* ,u«l«/ pfi At •PpLr ^1 

^ ,\Mma 

^ |.C|Jair *i^9jy i, sit, POP 

r^ 6 K<?iif *r 4 sofV*. Xm.M.ooO ^171^^0 


^3>SV«, 
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. eAcf fTiaVS ^ AUa/6 vJith OTWPA TyPPS 

OF CXCfFT/oA/i W-Ai/P fieFCMeh To T»4e 

.. >^«&vcy Tor. R^^oluTicaJ . 


6. AtT»f«u6»i \/scy coAjTaet-^ in»T5/84Aa/jc 

n*yes A-te f^oT )i0 PuAce AA/fc> a RRocehun.E' t© 

lo 50 f(MM€^)frT5ty H-AS &ee/J ft.eC6>/H/V«5A/i>^i. 

,6. Sc^V'FitAL ’t>lsCAeFAA;C/e5 U4/F €>?€=/>/ AiOT^b ’ 
,&eTwee«/ APfRovebi ua/F5 a'JD TH-e "-itro”. 


A CfteLiT ftifiPOSALS a)oT f^ahlJPlFh ^ SwaS€'^neA/T' 

Tb M-tfAi OPPICF hfPKOVA-L e>PrS.eh Da/ Affli»/Flf2> 
T&R./M5 4 -a/£> CPA/i»inP/US» ^ ff AA/y. 

,E> EXTF<v/DPi> h(V>^a Asevcy juaisiict>o/v' 

-TA^tie AAe H/0 CAF^ it PROPoFAui . A<3-FA/iCy 

CftfblT CO/^cllTTp? AfPlt£>/AL iVAS OA/ . 

,5' OF A«AA//4<;e'« Tto 

TA<Z CAA? OF TA-F MAA/y A^A/Ia/isTRAtjv^ T^tJcTto*< 
k%S,nOhT5h lAJfTH THF fT ’i^P/Pf^'TWe^A/T', 

<&. A&e/v/cy OfECATiPA/S AAc 4 /^S55S OlAlpft 

JAf T4e •F«A/W ©F^ ujOAxrFi-ott^ 
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. AA»b 

H, ^ccbOhTTi tJc> Tu/ucnows "to Ae 

CouL4xe%4(_ TPo^i ^a/taa^c fivT ye-T Aece)y/s^- 


-S.^•5UU^ you ArNy OaJ T"H-e 

A60/6 ^ »^Je^ tOicu I»,e- j+APpy to SHP^«-y 
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ZF TOU NEED A EBSEND OF ANY FACE, PLEASE CALL THE NLMEEE ABOVE. ZF YOU 
DO EOT CALL. WE WILL ASSUME THAT YOU HAVE RECEIVED THE DESZGHATEO NUMBER 
OP PAGES SAZlSPACrCRILY. 


N 


TBAinL 
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bSuOf^ PIMA^ ^l/;b A CtST CP Nc JCt P 
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TU« L/c A-A#A «/evb& TO ibc &errwA c* . 
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&CeN Uj!Tl+CUT TA.Kl|^«i TWeiH I A^Tt 
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VRUIAIi C 
ComnissioMf 

JOHNE.TRESTON 
first Otpuly Commistiontr 


8Ut« ol Illinois 

COMMISSIONER OF BANKS AND TRUST COMPANIES 


Suito2130 

310 South Michigan Avonuo 
Chicago. IWoois 00604 
312/793-2043 


WtLUAM J.BOYS 
Oapuly Gommiasionar 


August 20, 1985 


Mr. Rena to Guadagnlnl 
Executive Vice President 
Banca Nazionale del Lavpro . 

Regional Manages North and Central America 

25 West 51st Street 

New York, New York 10019 

Dear Mr. Guadagnini: 

Enclosed please find a copy of the Report of 
Examination of the Chicago Branch as of the close of 
business June 7, 1985. 

It is apparent that Mr. Vincenzino has accomplished the 
banks initial objectives sec out by Regional management 
CO bring the branch under an expense control program 
along with a gradual sound commercial loan growth. 
Problems discussed in the previous examinations have 
been corrected and a favorable trend noted. 

After Che Report has been reviewed, please execute the 
attached official acknowledgement and return same to 
this office. 

Sincerely, 


Arthur J. Appl, Jr. 
Supervising Examiner 
Foreign Banking 

AJA:am 

Enclosure 

cc: Nr. Giuseppe Vincenzino, Manager 

Banca Nazionale del Lavoro 
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WILUAM C. HARRIS 
Commissioner 

JOHN E. TRESTON 
fint Deputy Commissioner 

WILUAM J. BOYS 
Deputy Commissioner 



COMMISSIONER OF BANKS AND TRUST COMPANIES 


Suite 2130 

310 South Michigsn Avenue 
Chicago. Illinois 80604 
312/793-2043 


August 20, 1985 


Mr. Giuseppe Vlnpenzino, Manager 
Banca Nazionale del Lavoro 
55 West Monroe-' Street 
Suite 600 

Chicago, Illinois 60603 
Dear Mr. Vincenzino: 

Enclosed please find a copy of the Report of 
Examination of the Chicago Branch as of the close of 
business June 7, 1985. 

It has been noted that Regional Management's objectives 
as set out approximately a year ago of controlling 
expenses along with a gradual sound commercial loan 
growth has been accomplished. This office acknowledges 
that and the favorable trend noted during this 
examination. 

After the report has been reviewed, please execute the 
attached official acknowledgment and return same to 
this office. 


. Jr. 


AJA:am 

Enclosure 
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RCA GA 
843610116-I- 

YR ID PLS7LAV0R0BANK CGO 

MAR 01 0919 637019 
610116 BNLROM I 
LAVOROBANK CGO 

MESS. 7234 MARZO 1, 1985 


DIRBANCOPER 

C.SE ATT.NE SIGNOR OIRETTORE GENERALE, PROF. FRANCESCO BIGNAROI 


CC: VICE DIRETTORE GENERALE, DR. PABIO LARATTA 
SAI, MR. ANGELO FLORIO 


SIAMO LIETI DI INFORMARLA CHE BNL CHICAGO HABET CHIUSO MESE 
FEBBRAIO 1985 IN ATTIVO PER OOLLARI 4,208.74. 

CONFIDIAMO DI POTERE NANTENERE RISULTATI POSITIVI PER CORRENTE 
ESERCIZIO ET RINGRAZIAMO LEI ET DIREZIONE GENERALE TUTTA PER 
FIDUCIA ACCORDATACI ET PER CONTINUA ASSISTENZA. 

OSSEQUI . 

VINCENZ IN0-GUADA6NINI 
LAVOROBANK CHICAGO 

S 

610116 BNLROM I 
LAVOROBANK CGO 


0003. 4| 


I 
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y«l«9ra« {torn BHL Chloago to BMt Rom, Maroh 1, 19BS 

VOt Prof. Francesoo Blgnardl 
Director General 

CCt Or. Fablo Laratta, Deputy Direotor General, 

Mr. Angelo Florlo, International Affairs Division 

We are pleased to inform you that BHL Chicago closed the month 
of February, 1985 with a profit of $4, 208. -74. 

We trust we will continue to show profits in the current 
reporting year, and wo th«uik you and all the senior managers 
for the confidence placed in us and for your continued 
assistance. 

Respectfully, 

Vincehzino-Guadagni 
Iiavorobank Chicago 
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e, p.c.: 

BANCA NAZIONALE DEL LAVORO 
Direzione Generale 
Via Vittorio Veneto, 116 
ROMA 


Ho il piacere di portare a conoscenza di codesta Ambasciata 
che quesca filiale della B.N.L. che, fin dal primi inesl dalla sua 

apertura in questa citta awenuta nel 1982, aveva sollevato serie per- 
plessita in questi circoli bancari, ha fatto verificare, nei primi 
mesi del corrente esercizio 1985 e per la prime volta, un aaldo attivo 

Indubbiamente , il verificarsi di situazioni favorevoli ma 
soprattutto I'azione precise, cauta e lungi^mirante dell'attuale dire- 
zione, sono stati tutti eleinenti che hanno concorso a ristabilire in 
questa citta ed in questi circoli, il rispetto e la fiducia nella 
nostra Banca. 


X 
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Z«l«gram of Maceh 29 , 1985 {Sia^i BML Kaitt Off loo Mail Roo«] 

TOi Italian Bnbaaey in Washington, Maroh 29 , 1985 

PROMt . Italian Consulata Oonacal in Chicago 

CCt BHI. Main Office, via Vittorio Veneto 116, ROMS 

Subject t BMit branch in Chicago 

X take pleasure In Informing the Embassy that the BNL branch 
here, which had given rise to serious concern In Chicago 
banking circles since its opening in 1982, has shown Its first 
profitable balance In the first months of 1985. 

Favorable circumstances have contributed to this situation, 
but the result Is ascrlbable more to the present manager's 
meticulous, prudent and forward-looking actions, which have 
helped to reestablish resMOt for and confidence in our bank 
in this city and its banking circles. 


Aaasto 31f 1985 
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BMW 1 

mrnoDOCTioii 

This portion of mj toport. Part x, roforoaooa no 
elaoalfiod iafbraattoa aa4 tbua ita diatribntioa la naroatrlotod. 
Part XX, hovovor, la a olaaaifiad boeoBoat and ita diatribatioa ia 
raatrietod/ 

On oetobar 16, 1992, Unitad Statoa Attomoy Gonoral 
Hilliaa P. Barr appointad aa aa Indapandant Counaal purauant to 28 
C.F.R. Part 600, to invaatigata varioua iaauaa ralatad to ttia 
proaoeution of Cliriatophar Drogoul and othara in what it rafarrod 
to aa tha Banco Nasionala dal Lavoro ("BML”) aattar.* (Lattar of 
Appolntaont, Ex. 1.)’ 

On Oetobar 26, acting undar tha Lattar of Appointaant, I 
racoBBondad to tha Attomoy Gonaral that, purauant to tha 
Indapandant Counaal atatuta, 28 O.8.C. ff 591, ifiiBfl. , ha eoBBonea 
a "praliBinary iavaatigation" into tha aattar. (Lattar of Judgo 


* Civan tiaa eonatrainta, part XX haa baan elaaaifiad "Top 
Saerat Codaword” to eorraapond with tha highaat elaaaifieation of 
aoaa of tha raatrietad aatarial eontainad in Part XX. Xn ay 
tranaaittal lattar to tha Attomoy Gonaral, X hava indicatad that 
raviaw of Part XX by trainad parsonnal ahould eontinua in ordar to 
datamina if any portion tharaef eaa ba aeeerdad a laasar 
elasaifieatioB or, parhapa, ovan bo doelaaaifiad for public 
distribution. 

* Oao of tha daseription "BHL-Atlanta* is intandad to 
distinguish that branch frca tha bank's ha a d q ua r tars, which 
harainaftar will ba rafarrod to as *BHI<-llaaa" or "aML.” 


’ Tha Attomay Gaaaral raquastad that X provida hia with ay 
eurrieuluB vitas. A copy is Ineludad in this kaport. lx. 2. All 
axhibits to Part x ara dasignatad "Bx.* with tha appropriata 
axhibit nuBbar to follow. All axhibits to Part XX ara dasignatad 
"OXC Bx.* with a rafaronoo to tha appropriata aidiibit auabar. 
Tbaaa aMBlBlta ara Iwol udad in aba appanSiBiaa to Baporta Z and ZZ. 
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Fr«d«rick B. Lac«y ("Lac«y**) to William ?• Barr ("Mr, Barr"), datad 
October 26, 1992, -Ex. 3.) 

On October 27, the Attorney General, accepting ay 
recommendation, authorized me to commence the "preliminary 
investigation," and asked that Z report to him thereon by 
December 8, 1992. (Letter of Mr. Barr to Lacey, dated October 27, 
1992, Ex. 4.) 

On Novnber 12, Z recommended to the Attorney General 
that he respond to the request of the Committee oh the Judiciary of 
the United States House of Representatives that he seek appointment 
of a statutory Independent Counsel by stating that he had begun a 
preliminary investigation under the Independent Counsel statute 
(Letter from Lacey to Nr. Barr, dated Movember 12, 1992, Ex. 5). 
On November 16, the Attorney General made such a response to the 
Committee on the Judiciary of both the united States House of 
Representatives (Letter from Mr. Barr to House Judiciary Committee 
dated November 16, 1992, Ex. 6) and the Senate. (Letter of Mr. 
Barr to Senate Judiciary Committee, dated November 16, 1992, Ex. 
7.) 

My appointment as Independent counsel fgHOwed receipt by 
the Attorney General of letters from Senator Borm and the Senate 
and House of Representative Judiciary Commdttees. These letters 
addressed the coGduet by the Department of Justice in the 
investigation and prosecution of the BNL natter. 

Zn accordance with the terms of the Latter of 
Appointment, it was to that subject that Z have devoted my 


s 
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attantion during this invastigation. To tba axtant Mttara nay 
hava arisan in ay invastigation ralatad to tha conduct of parsons 
outsida tha Dapartaant of Justica, wbara Z bad tha tiaa to addrass 
thaa, Z hava considarad thaa in this Raport. 


'•) V P 4 ♦ V ^ I »M y y ^ 4 > < ' : 


Honorad though Z mo hy tho Attormy OoMrol’o roquoot 
that Z oecopt tho Zndopondont CouiimI oppointaontp Z ogrood to do 
so oiay oftor roeoiving hio coaoitaont that Z muld bo givon aceooo 
to ovory docuBont and ovary parson within tho Dopartnont of 
Justica. Ho has fulfillod that conitaont.^ Z also withhold sy 
accoptanco of tho appointnont until Z had roeoivod diroetly fros 
Judgo williaa 8a Sossionsp Diroetor of tho Podoral Buroau of 
Znvostigation (*nz”) , his porsonal assuraneo that ho would assign 
as many FBZ agonts as Z roquirod in sy iavostigatien. This 
assuraneo was givon and has boon not, and tho non and wonon Judgo 
Sossions assignod hava workod diligontly to eamplmtm this 
assignnont. Z particularly wish to thank Znspoctor Deputy 
Assistant Diroetor Prodoriek 8. Vorindor, whon Judgo Sossions 
assignod to eoordinato ay roquirononts with tho PBZ invostigativo 
assistaneo provided. 

Z also ospro s s ay appreciation to Diroetor. Sobort N. 
Gatos of tho Control Zntolligonco Agency (*CZA*) and to Znspoctor 
Gonoral Prodoriek P. Hits of that Agency, for their cooporation 
with M. 

^ As discussed at 10, infra , and in Part ZZ of this Hoport, one 
■oabor of tho Departaont of Justice refused to testify u n d er oath 
or oven give stmographieally recorded testiaony. 

8 
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I also wish to thank Uni tad Statas Sanator David L. Boran 
and Nassrs Britt Snyder and Gaorga Tanat of the staff of tha Unitad 
statas Sanata's Salact ConBittaa on Intalliganca for having givan 
thair tima to anabla mm to grasp quickly cartain of tha kay 
intalliganca issuas involvad in this nattar. 

Stavan Ross, Esq. , Counsal to tha Clark of tha Unitad 
Statas Housa of Raprasantativas, was also halpful in bringing to ay 
attention certain materials developed by the House Committee on 
Banking, Finance and Urban Affairs, chaired by Congressman Henry B. 
Gonzalez. 

Z had to assambla a staff. To do so quickly, but without 
sacrificing axcallanea and dedication, Z turned to my law firm, 
LeBoauf , Lamb, Laiby a KacRae, drawing from it attorney, paralegalr 
secretarial and clerical assistance. At various times Z have had 
as many as 25 persons from LeBoeuf working on this matter. 
Donald J. Graana, LaBoauf *s Chairman, in xirging me to undertake 
this assignment, promised me that the firm would make available to 
me all the assistance Z required. That promise has been kept. 

Hy partners, Charles C. Platt and Molly 8. Boast, joined 
me in this endeavor and, with their professionalism and esqperience, 
have played Seay roles in this investigation. Stuart Alderoty, 
another LeBoeuf colleague, also played a major role in our work, 
aided by many others from the LeBoeuf firm. 

Z also want to acknowledge the dedication and 
professionalism of Marc tf. Parley, an Assistant United States 
Attorney, who was, at my request, detached from his regular duties 


4 
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and asnignad to work with m on this projact. Mr. Farlay also had 
a eantral part in this projact.* 

TO SCOW OF « HWMWiqSKOM 

nocnaatits 

My staff and X hava racaivad and raviawad thousands of 
docuaants froa a variety of seureas as part of my invest igat ion. 
The following daseribas categories of docuaants z racaivad and the 
process of gathering and reviewing thosa docuaants. 

(a) Public Docuaants ~ At the outsat, I received and 
raviawad aany public docuaants to aeguira quickly a broad 
background of the natter. These docuaants included: the R^ort to 
the Conaittaa on the Judiciary of the House of Hapresantatives by 
the Attorney General dated August 10, 1993; the Final Italian 
Parliaaentary Coaaittaa Haport on BNL, dated April 22, 1992 (Ex. 
20); tha transcript of various prooaadings before United States 
District Judge Marvin H. Shoob involving Christopher Orogoul and 
others in tha ML natter, including thoaa relating to tha antsy of 
Paul Robert Von M edal’s and Christopher Orogoul's guilty pleas and 
his sentencing hearing; and the media reports regarding the BML 
natter. 

(b) tram the Departnant of Justice — X took 
several steps to obtain all relevant docunants fron the Justice 
Departnant in Washington ("DOJ") and fron tha U.8. Attomay's 


* For a listing of thoae eontributing to the eenpletien of this 
project, IM Bw* *• 
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Office in the Northern District of Georgia (••USAO").* 

1. I called for and received the files of numerous 
individuals from the DOJ, USAO and the BNL Task Force at the USAO 
containing intelligence community information in the BNL matter. 
These documents have been reviewed for their content, utilized for 
interviews and the taking of sworn testimony of witnesses, and many 
are referenced to and included in Part II of this Report, given 
their classified nature. 

2 . I met with certain attorneys at the DQJ and the 

USAO to describe additional documents that I required for my 
inquiry, and to ensiire their full cooperation in providing 
information. As a result of those meetings, and at my suggestion. 
Deputy Attorney General George Tervilliger ("Tervilliger”) sent a 
memorandum dated November 3, 1992, to all DOJ employees directing 
a full and complete search of their files for BNL materials and the 
production of those materials to FBI agents assigned to this matter 
and to my staff and me. Tervilliger *s memorandum followed and 

complemented my November 2 , 1992 , letter to the Attorney General in 

Which I requested 44 separate categories of defined documents and 
background information on the BNL prosecution from those DOJ, USAO 
and Task Force persons who have played principal roles in the 
matter.^ The document production made in response to my November 

* Obviously, both offices are the "Department of Justice." 

The distinction drawn here is to promote ease of reference to the 
people in Main Justice in Washington and the U.S* Attorney's 
Office in Atlanta. 

^ My November 2, 1992, letter to Attorney General Barr is 
submitted herewith as Exhibit 9. 

s 
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2 letter and Tervilliger's November 3 memorandum totaled 
approximately 70 boxes. Nearly all of these documents have been 
reviewed by us and computerized by the FBZ onto its database. 
Every effort has been made to retrieve and review the significant 
information. 

3. In addition to the foregoing materials, I have 
received approximately 30 boxes of documents from OOJ that have 
been gathered over the last several months for production in 
response to numerous subpoenas by Congressional Committees 
reviewing the BNL matter. All of those documents have been 
organized, reviewed, and analyzed and have been considered by me in 
preparing this Report. 

4. To assure that the foregoing production did not 
result in any inadvertent omissions, I made frequent requests for 
specific documents and other information, both formally and 
informally, from attorneys at the DOJ and the USAO. My November 2 
letter is an example of this. 

5. I have also obtained and read transcripts of 
relevant Grand Jury testimony in the BNL prosecution, the several 
hundred pages of Drogoul de-briefing materials commencing in August 
1989, and the various prosecution and status memoranda and drafts 
of Indictments that preceded the Indictment returned on February 
28, 1991. I further directed the USAO to document its handling of 
the BNL prosecution and to prepare a response to the charges made 
against the office by Judge Shoob. Special Agent Arthur J. Wade of 
the Atlanta Task Force was also directed to provide me with a 
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docuaent suBaarizing tha BNL invastlgation as hs, as a asabsr of 
the Task Fores, saw it. 

(c) Csntral Intslliasncs Aasnev Docussnts — Shortly 
aftsr ay appointasnt I spoks with Dirsetor Gatss and, thsrsaftsr, 
I ast with Mr. Frsdsrlck P. Hitz, ths Inspsetor Gsnsral for ths 
CIA, to outlins ay rsqussts for doeuasnts psrtinsnt to ths 
intslligsncs issuss involvsd in ay invsstigation. FBI agsnts, ay 
staff, and I further defined ay requests by letter and telephone. 
After responsive aster ials were produced by the CIA, FBI agents 
then interviewed the persons asking the production to be sure that 
a full and coaplete search for relevant aaterials had been aade. 
These docuaents, as well as other inforaation provided by the CIA, 
have been reviewed and analyzed by ay staff and as. 

(d) other Agency Docuaents — Requests also were aade 
for relevant docuaents froa the White House (including the National 
Security Council (**NSC *') , the National Security Agency ("N8A”) , the 
Defense Intelligence Agency (”DIA**)^ the Departaent of State 
((•DOS”) and the Departaent of Agriculture (”aS0A^)). Those 
agencies have produced document te «he FBZ agen^, wtio ^ereaZ^er 
carried out interviews to ensure that full and coaplete searches 
and docuaent production had been fulfilled* These docuaents also 
have been reviewed and analyzed by ay staff and as* 

(•) Canatr— *lon*l Co—ltt— Itofrlal* — X r*qu«stMl 
peraission to review potentially relevant aaterials gathered by 
certain Congressional CosBittees that have investigated the BNL 
Batter. As I have stated. Senator Boren, the Chairaan of the 
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S«nat«*8 Sal8Ct CoanittM on Intolligonco, was moat cooparativa and 
wa vara abla to raviav various natarials gatharad by that 
Comaittaa. I was daniad parmission to raviav non-public documants 
and othar aatarials in tha possassion of tha Housa Comaittaa on 
Banking, Financa, and Urban Affairs; hovavar, Mr. Ross, as 
aantionad praviously, vas halpful in othar raspacts. 

atfgyifyi lad §mn TtitiiMT 

As part of ny inquiry into tha intalliganca information 
issuas raisad in ay Lattar of Appointaant, as vail as issuas 
ralating to tha handling of tha prosacution itsalf, va axaainad tha 
folloving vitnassas, most of thaa undar oath. All of thasa 
axaainations vara transcribad, and, along vith Part II of ay 
Raport, ara classifiad. Kany of thasa vitnassas vara also 
initially intarviavad by FBI agants to obtain background 
information that I thought vould ba usaful in tha latar 
stanographically racordad intarviavs. What follovs is a list of 
thosa axaainad:* 

DtPBrtatnt of 

— William P. Barr, Attomay Ganaral; 

— Robart 8. Muallar III, Assistant Attomay Ganaral, 
Criminal Division; 

— Lauranca A. Urganson, Daputy Assistant Attomay 
Ganaral, Criminal Division; 

— Mark M. Richard, Daputy Assistant Attomay Ganaral, 

* Virtually all of tha attomays in tha DOJ and USAO ara 
earaar prosaeutors vith many yaars of axparianca. I hava 
attached harato, as collactiva Ex. 10, tha curriculum vitaa of 
aach individual vho subaittad ona to ma. 

a 
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Office of Zntomational Affairs; 

Patsr B. Clark, Daputy Chiaf, Fraud Saction, 
Criminal Division; 

— Nancy J. Brinkac, Trial Attomay, Fraud Saction, 
Criminal Division; 

— F. Dannis Saylor, Spacial Counsal to tha Assistant 
Attomay Ganaral, Criminal Division; and 

— Jarry Rubino, Chiaf of Sacurity, Dapartmant of 
Justica. 

Elian R. Mai tsar, a Sanior Trial Counsal in tha Fraud 
Saction, Criminal Division, rafusad to submit to any intarviav, 
svom or unsvom, bafora a stanographar. Z hava raliad on raports 
of har intarvia%rs by tha FBZ. 

USAQ 

— Garrilyn G. Brill, First Assistant Unitad Statas 
Attomay, Criminal Division, and Acting Unitad 
Statas Attomay on tha BNL prosacution; 

— Gala McKanzia, Assistant Unitad Statas Attomay, 
laad prosacutor in tha BNL mattar; 

Rimantas Rukstala, formar First Assistant Unitad 
Statas Attomay and Acting Unitad Statas Attomay 
in aarly 1990; and 

— Randy 8. Chartash, Assistant unitad statas 
Attomay, who assistad Ns. McKanzia. 

Nambars of tha USAO submittad to intarviaws bafora a 
stanographar undar an agraamant vharaby aach would ba parmittad to 
raviaw tha transcript and attast to its truth. Ns. Brill and Ns. 
McKanzia raviawad thair transcripts, mada cartain modifications and 
attastad to tha truth of thair statamants. Nr. Rukistala swora to 
tha truth of his statamants undar oath. Nr. Chartash raviawad and 
modifiad his transcript, but did not attast to its truth. 


10 
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OSDA 

Arthur J. Wad«, Offica of Inapaetor Gamral, Unitad 
Stataa Dapartaant of Agricultura, a aaabar of tha 
USAO Task Forca.^ 


David A. Boll 


£XA 

Daputy Ganaral Counaal; 

W. Gaorga Jaaaaon, Assistant Ganaral Counsal, 
Litigation I 

Bruca N. Coopar, Attomay; 

DZI3 [naaa and position classifiad]; 

DOil [naaa and position classifiad]; 

D0#3 [naaa and position classifiad]; and 

D0#6 [naaa and position classifiad]. 

Hitigpii StGuritY ABtncY 
Stavart A. Bakar, Ganaral Counsal; and 
J. Lional Kannady, Attomay. 

Dtftnaa inttlligtncf aatncY 

Bobart H. Barry, Jr., Ganaral Counsal. 

£BX 

Jaaas C. Friar, foraar Lagal Attacha, Rosa; and 
Robart R. Patar, foraar Assistant Lagal Attacha, 


Pragwl't AttgrntYB 

Z andaavorad to spaak to Jay Strongvatar, Bsg. , idioa tha 
Court racantly appointad as counsal for Drogoul , and to 
Shaila Tylar, Bsq. , who raprasantad Drogoul prior to and during tha 


* Zn addition to Mr. Mada, tha othar 
vara intarviawad. 


of tha Task Forca 
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pl«a antry procaadings bafora Judga Shoob, in tha nany days of his 
dabriafing following tha antry of his guilty plaa, and until sha 
was raplacad as counsal by Bobby Laa Cook, Esq. Both Mr. 
Strongvatar and Ns. Tylar daclinad to discuss tha casa with as. 
Nr. Cook and Z hava axehangad talaphona calls* Dua to tiaa 
constraints, I was not abla to visit with him in his offica. Na 
did spaak on Dacaabar 4, 1992, and during that convarsation Z askad 
Nr. Cook if ha had any docuaants ha vishad to shara with na. Mr. 
Cook indicatad that ha did hava soaa docuaants at his offica and Z 
arrangad to hava t%ro PBZ agants ratriava thosa docuaants on 
Dacaabar 7, 1992* Thosa docuaants hava baan raviavad* 

Qthar Zntarvlavs on tha Intallioanca Mattars 

As notad abo^a, PBZ agants conductad nuaarous intarviavs 
to ansura that docuaant production was full and eoaplata, and to 
provide background inforaation froa aany of tha vitnassaa listad 
abova. Dua to tha tiaa prassuras on ay staff and mm, 1 had PBZ 
agants also conduct full intarviavs of vitnassas on various 
substantive natters, principally on the intelliqenee inforaation 
issues referred to in ay Latter of Appointaant. A list of these 
intarviawad individuals is subaittad haravith as Exhibit 11* 

Inf rviava m Qthtr Igauta 

Ny staff and Z also personally hava spoken to, 
intarviawad or deposed under oath, tha following people on tha 
handling of tha BNL prosecution and ralatad questions: 

— Jaaas A. Baker, ZZZ, Poraar Baeratary of state and 
President Bush*s Chief of Staff: 
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Lawrence S. Eagleburger, Aseistant Secretary of 
State; 

— The Honorable Marvin H. Shoob, United States 

District Judge; 

Raffaele Montaldi, Italian Magistrate; 

— Giaapiero Cantoni ( Chairman) and Davido Croff 

(Managing Director) , BHL; 

" Laaberto Dini, Director General of the Bank of 

Italy; 

— Richard Thornburgh, Former Attorney General; and 

— Nicholas Rostov, Special Assistant to the 

President, NSC Legal Advisor. 

m RBMAIMPBR OF THB RBPORTi PART I 
The structure of the remainder of Part I of this Report 
is as follows: 

I. The Beginning of the BNL Matter 

II. A Broad Review of the BNL Matter 

III. The Indictment 

IV. More Details About BNL-Atlanta Wrongdoing 

V. The Government's Investigation and Prosecution of the 
Matter 

VI. The Foreign Policy of the United States -- Did It Affect 
the Government's Investigation and Prosecution? 

VII. Issues Raised by Judge Marvin H. Shoob 

VIII. Allegations Lodged by Congress and the Press 

IX. The Unclassified Cable Story 

X. Legal Analysis and Conclusions 

I. m nnwnwa . qi am mil iimmr 

During the last week of July 1989, counsel for two then 
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unidentified employees of an unnamed "bank" advised the (JSAO of 
certain activity at their institution that, according to the 
Atlanta Federal Reserve Office, appeared to present a threat to the 
stability of the world’s monetary markets. When the ■’bank” could 
not be identified through federal investigative agencies, banking 
regulatory agencies, or otherwise, the t%ro employee- informants were 
given non-prosecution agreements and the "bank” was then revealed 
to be the Atlanta agency of BNL. The employees were Mela Naggi, 
Assistant Vice President/Noney Market Trader charged with funding 
all of BHL-Atlanta ' s unauthorized transactions, and Jean Ivey, 
Assistant vice President/Lending Officer. 

What followed during the next several days is a tribute 
to the dedication and stamina of the USAO, the Federal Reserve and 
the federal agents assigned to the matter, as demonstrated in part 
by the search warrant application (with its supporting affidavits) 
which, when granted and executed on August 4, 1989, "broke” the 
case open and exposed a scheme of breathtaking scope and 
audacity.^® 

As confirmed by Robert Kennedy ("Kennedy”) of the Federal 
Reserve and Lamberto Dini ("Dini") , Director General of the Bank of 
Italy, on August 3, 1989, at 7:15 a.m. New York time (1:15 p.m. 
Rome time), Gerald Corrigan ("Corrigan”), President of the Federal 
Reserve Bank in Hew York, telephoned Dini to tell him of possible 
problems at the United States branch of an Italian bank, and that 

The search warrant application (with supporting affidavits) is 
a model of detail and thoroughness. A copy is included in this 
Report as Ex. 12. 
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officials from the Federal Reserve might he travelling to Rome to 
meet with him. 

On Friday, August 4, 1989, at 2:51 a.m. New York time 
(8:51 a.m. Rome time), Corrigan called Dini to say that persons 
from the Federal Reserve would shortly be arriving at the Bank of 
Italy. At 3:30 p.m. New York time (9:30 p.m. Rome time), three 
Federal Reserve officials arrived at Dini's office and advised him 
of the BNL-Atlanta situation. Concern was expressed for the 
liquidity of BKL and the possible disruption of the New York 
Interbank Payment System, because they had been advised that BNL- 
Atlanta had financed very substantial amounts of Iraqi credits with 
short-term borrowings from other banJcs. Over that weekend 
precautions were taken to meet this concern. Dini was told that 
the FBI and the Federal Reserve would conduct a search of the BNL- 
Atlanta office that afternoon at about 4:30 p.m. New York time 
(10:30 p.m. Rome time), after the close of the U.S. financial 
markets, and it was insisted that he hold this information in 
confidence until after the search was commenced. It appears that 
Dini complied with this directive. 

After the meeting with the Federal Reserve 
representatives, Dini called Nerio Nesi ("Nesi”) and Giacomo Pedde 
("Pedde**), the then Chairman and General Hanager of BNL, 
respectively, requesting that they come to his office at the Bank 
of Italy at 10:30 p.m. Rome time, the scheduled time of the 
commencement of the search in Atlanta. Dini, in my meeting with 
him on November 2, 1992, assured me that he did not tell them at 
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this time that the purpose of the meeting was to advise them that 
BKL-Atlanta was in trouble.'^ 

At 4:50 p.m. New York time (10:50 p.m. Rome time), the 
FBI and the Federal Reserve representatives entered the premises of 
BNL-Atlanta. Concurrently, Nesi and Pedde arrived at Dini*s office 
where they were to learn of the problems at BHL-Atlanta« Dini 
believes that the meeting took place sometime after 10:30 p.m. Rome 
time. Dini, in testifying before the Italian Parliamentary 
Committee (convened to review the BNL matter) , and in conference 
with me, has stated that he believed that, given their reaction 
when they heard the news, neither Nesi nor Pedde had prior 
3cnowledge of the "mrongful**^^ activities of BNL*Atlanta. 

The search validated the informants* information, within 
a few weeks, having perceived the vast implications of the apparent 
wrongdoing, the OSAO formed an investigative Task Force consisting 
of one or more very experienced representatives of the FBI, Federal 
Reserve, Customs, Department of Agriculture Inspector General and 


z axplorad this sst of facts vary carefully because of media 
allegations that BML officers in Rome had been "tipped off" to the 
raid by Dini. I am satisfied that this did not happen. However, 
if it did, I have seen nothing to indicate that the subsequent 
investigation was thereby adversely affected. 

A word of explanation is necessary. Throughout this Report, 
I will refer to the scheme involving BNL-Atlanta*s concealed 
lending activities as a "scheme," or "wrongful," or "unauthorised." 
The fact remains, however, that if these activities were permitted 
by BNL, a subject I will cover at a later point, then they were not 
"unauthorized," although in some respects, false reporting to 
governmental agencies, they still may have been "wrongful." The 
term "scheme," of course, may or may not denote criminal activity, 
depending on the context within which it is used. 
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Internal Ravanua Sarvlca. This atratagy %raa a visa ona. From that 
tlma on tha USAO and this Task Fores vorksd clossly^’ throughout 
the coursa of tha invast igat ion 

XZ. A BROAD RBVIMW OF TO BML MATTER 

BNL, Italy's largast bank, with 424 branchas, is 
haadquartarad in Roma. At timas partinant to tha critical avants 
hara, BNL was not a corporation but rathar a Public Lav Institution 
founded in Italy in 1913, having a status similar to agency status 
in tha United States. As of July 31, 1989, and diiring tha coursa 
of tha charged schema, 96.5 percent of BNL was owned by tha 
Oapartmants and Institutions of tha Republic of Italy. 

At all partinant timas, BNL-Atlanta was a small branch 
office, with only 19 employees in August 1989 when the activities 
central to this matter were discovered. It was chartered by tha 
state of Georgia in March 1982, and its function was to finance 
large commercial customers. Its deposits were not insured by any 
governmental entity and its operations were supposedly confined to 
eleven southeastern states. BNL-Atlanta was under tha direction 
and supervision of BNL's North American Regional office in New York 
and tha headquarters in Rome. 

Tha State of Georgia had primary responsibility for 


Sift the submission of Arthur J. Wade cnfada") , Office of 
Inspector General of tha U8DA, Task Force member, to Lacey (Ex. 
13.) 

For tha discussion of tha government's handling of tha 
investigation after August 4, 1989, ma, infra . "The Government's 
Investigation and Prosecution of tha Matter," at Section V. 

AT 



licensing, oversight and supervision of BNL-Atlanta. However, the 
Board of Governors of the Federal Reserve Systes also had sons 
regulatory control over it and annually exasined it, usually in 
cooperation with the examiners from the Georgia Departsent of 
Banking and Finance. 

Following the search on August 4, 1989, and prior to the 
Indictsent's return on February 28, 1991, an intensive 
investigation was conducted by the USAO, its Task Force, the 
Department of Justice in Washington, and the FBI, into the 
activities of BNL-Atlanta in connection with over $5.5 billion in 
loans and letters of credit, made largely to benefit institutions 
and entities controlled by the Government of Iraq and their 
borrowers or trading partners. All of these transactions violated 
BHL*s published rules forbidding, in certain cases, the making of 
any such loans and, in other cases, limiting the amounts and terms 
of loans permitted to be made. 

The investigation revealed that through a variety of 
means, including forgery, falsification and maintaining a parallel 
set of secret books and records (the **grey books”), BHL-Atlanta's 
officers and employees made and accepted loans and letters of 
credit through that branch. The transactions were not recorded on 
its regularly maintained books and records, were not reported to 
BNL's regional or headquarters facilities, and were not disclosed 
to either BNL's internal or outside auditors, to state regulators. 
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or to fodorol or Italian govamaantal authoritiaa.^’ Thasa aaasiva 
transactions and thair concaalnant continuad froa lata 1985 through 
August 4, 1989, %fhan tha saarch warrant was axacutad. 

zzx. rw* z»dzctiim“ 

Tha prasant Indictaant ms ratumad Pabruary 28, 1991. 
It naaad tha following dafandants: 

X. ehristophar 9* hsogoul ("Hlsogoal**) 

Orogoul was First Vies Prasidant and aanagar of BNL- 
Atlanta from 1985 through August 4, 1989. Ha was tha eantral 
figura of tha invastigation. Ha had workad for tha Atlanta offiea 
of Barclays Bank, and than joinad BHL*s Atlanta agancy in 1981 as 
a loan officar. Drogoul bacaaa Acting Nanagar in April 1984. 
Prasantly confinad without bail, Drogoul had a rasidanea in Gaorgia 
and holds both Praneh and Unitad Statas oitisanship. His fathar 
rasidas in Buropa and nay hava baan involvad with his son in 
cartain of tha unlawful activitias hara allagad; tha U8A0 has nanad 
his a co-conspirator, although not a dafandant.^^ Tha Indictnant 
chargas that Drogoul organisad and aaintainad a conspiracy to 
obtain nonay fraudulantly fron BNL, largaly for tha banafit of tha 


” Sat raAO Analysis, Ex. 14 at 20-29. It should ba notad that 
this Exhibit has baan rafinad to confon with Pad.R.Cria.P. 6(a) 
rastrictions and to protact ongoing invastigations. SlB Bllfi# Sx. 
13 at 10-19. 

^ A copy of tha Indictaant is subnittad harawith as Ex. 15. 

Infonation about tha fathar is sat forth in Part II of this 
Raport. 
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Iraqi govanmant or govamaant-ownad banka and auppliara of goods 
to Iraqi antitiaa, and that ha axpandad tha achaaa to includa othar 
baneficiariaa of sacrat and unauthor izad landing. 

2. Thous M. riabalkon (••FiabalkorB~) 

Fiabalkom was Vica Praaidant and Corporata Landing and 
Buainass Davalopaant Officar at BNL-Atlanta throughout tha pariod 
of tha chargad conspiracy. Ha vorkad with Citizans and Southam 
National Bank in Atlanta bafora joining BNL* a Atlanta agancy. At 
BNL-Atlanta ha diractad and participatad in many of tha falaa 
antriaa, oniasions and tachnical covar-ups in tha conspiracy 
chargad. Ha is a citizan of tha Unitad Statas. Fiabalkom plaadad 
guilty to two Counts of tha Indictsant and had baan awaiting 
santanca, but has now sovad to withdraw his plaa. 

3. Tharasa Marealla Bardaa (**Bardaa**) 

Bardan sarvad as Vies Prasidant and Oparations Officar at 
BNL-Atlanta af tar ovar 30 yaars of banking axparianca in tha araas 
of oparations and raporting. Sha aada or suparvisad tha aaking of 
■any of tha falsa antrias, raports and acts of concaalaant in tha 

conspiracy. Sha is a Prsnetk ei!bisan wi^ pamansnfe rasidanfe status 
in tha Unitad Statas. Sha plaadad guilty to two Counts of tha 
Indictaant and is awaiting santanca. 

4. Laigh Abb Haw (•*Haw«<| 

Haw was first hirad as a lattar of eradit dark at BNL- 
Atlanta in 1987. In Fabruary 1988, sha was salactad by Drogoul as 
his saeratary and adBinistrativa assistant, in which position sha 
playad a aajor rola in furtharing tha conspiracy* Sha fabricatad 
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and falsifiad docunants, antrlas and raports, and sant and racaivad 
fraudulant vira and vrittan conmunicationa. Nav is a citizan of 
the Unitad Stataa. Har rola put har at tha cantar of 
connunicationa and concaalnanta in tha chargad conapiracy. Sha 
plaadad guilty to ona Count of tha Indictaant and ia awaiting 
aantanca. 

S. haadao DaCarella («Dacarelia**) 

DaCarolia aarvad aa Oparationa Aaaiatant at BML-Atlanta, 
raporting to Bardan. Ha daalt with conputar raporta and accounting 
antriaa, aupplying and antaring such of tha falaa data providad to 
BNL'a othar officaa through coi^utar-ganaratad raporta and 
tranaaiaaiona. Ha and Nav alao flaw to Iraq in aarly 1989 aa part 
of an attaapt to confora BNL-Atlanta'a aacrat "gray hooka" with tha 
dafandant Iraqi bank 'a racorda, whan BNIi-Atlanta*a "gray hooka" 
could not account for all of tha unauthor iaad loana and lattara of 
cradit. DaCarolia ia a citizan of tha Unitad Stataa, raaiding in 
Gaorgia. Ha haa plaadad guilty to two Counta of tha Indictaant and 
ia awaiting aantanca. 

B. Othar Dafaadanta 

!• Batrada latanatioBal Ltd* («l&trada**) 

Entrada ia a Nav York*haaad trading company daaling in 
tha intamational trada of gooda and coBBoditiaa. Entrada ia a 
vholly-ovnad auhaidiary of aavaral othar coapaniaa, thaBaalvaa 
wholly-ownad hy Enka Holding InvaatBant Coapany, Inc* ("Enka") of 
latanhul, Turkay, a divaraifiad Turkiah conglosarata* Entrada 
obtainad unauthorizad financing froB BNL-Atlanta for ascporta to 
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Iraq and for othar purpoaas, of tan vith Unitad Stataa govamaant 
axport guarantaas or inauranca* Entrada provldad aonay and things 
of value for the personal use and benefit of BKL-Atlanta officers 
and aaployaas in consideration for the unauthorized loans aada to 
finance Entrada *s exports to Iraq and alsairhara. Its Nav York City 
offices are no longer open. Entrada pleaded guilty to several 
Counts of the Indictaent, vas sentenced to a fine of $1 aillion, 
and required to aake restitution of $5 aillion. 

2. Tavtts Teseller (••TeiellerM) 

Tezeller is or vas the Executive Vice President of 
Entrada and Manager of its New York office. He directed Entrada *s 
contacts with BNL-Atlanta, and vith other entities in Europe and 
the Middle East ovned by Entrada *s parent holding eoapany, Enka. 
He is a Turkish citizen, is nov a fugitive, and is believed to be 
living in Turkey. He played a key role in bribing both Drogoul and 
cooperating defendant Paul Robert Von Hedel. 

3. Rafidaia Bank («Rafidaia««) 

Rafidain is an Iraqi govemaent-ovned coaaercial bank. 

Zi: arranged or faciXite^ad ^rada financa ^ranaac^lona Cor Iraqi 
govemaent entities and their non-Iraqi suppliers of goods and 
services by acting as an originating or issuing bank, or taking the 
credit risk of funds advanced on behalf of these entities by other 
banks such as BNL-Atlanta. Thus, Rafidain acted as an originating 
bank to arrange financing for Iraqi purchases, guaranteed by the 
USDA through the Conodity Credit Corporation (”CCC«), and for 
ieports by Iraqi govemeent ninistries and enterprises. Letters of 
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cradlt origlnatad by Rafidaln tf«r« than assignad to BML-Atlanta and 
concaalad on Ita books fron BNL official reports and rsports to 
Unitsd States govamasnt aganeiss, including tbs Federal Reserve 
Systea. Rafidain is located in Baghdad, Iraq. 

4. sadlk R. Taha (•^aba") 

Taba is both tbe Director General for Agreeaents and 
Loans of tbe Central Bank of Iraq ("CBZ") and tbe Director General 
per power of attorney for Rafidain. Taba worked for tbe Ba^d>dad 
offices of CBX until Noveaber 1988, when be aoved to England for a 
heart transplant operation. Be then aaintained his London baee, 
often travelling to the United States to asst with Drogoul until 
June 4, 1990, when tbe London Financial Tiaes reported his possible 
Indictaent in Atlanta. His death was reported two days later, but 
no official confitaation of death has been Obtained. Since then 
there have been reports that be is in Moscow. Taba was or is an 
Iraqi citizen. 

5. Abdul Muaia Rasheed CRasheed*) 

Ra sh eed is the Director General for Xnvostaents of 
Rafidain and for CBX. He is an Iraqi citizen believed to be living 
in Baghdad, Iraq. 

8. Safa laji J. Al«Mabobi cqa-labebiM) 

Al-Habobi holds or held several high positions in the 
Iraqi govemaent, including Director General of the Al»Massar 
conplex of tbe Iraqi Ministry of Industry and Military Production 
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("MIMP") Chairman, President, Director and Vice President of 
various Iraqi-controlled corporations in England and the United 
States, including the Natrix-Churchill entities; and Commander in 
the Iraqi military establishment. Al-Ha]»obi operated both from 
London and Baghdad as an agent of the Iraqi government and obtained 
financing from BNL-Atlanta for goods and services to benefit the 
Iraqi economy and military. Upon learning of the search of BNL's 
Atlanta offices, he returned to Baghdad. He is an Iraqi citizen. 
7. Raja Hassaa All C*Ali**) 

Ali is a senior officer of the government of Iraq. He is 
the Director General of the Economic Department of MIMP. Ali is an 
Iraqi citizen believed to be living in Baghdad, Iraq. 

C. Cocperatina ladividuals 

1. Paul Robert Von Hedel (•nroa Wedel>*) 

A former Vice President and Trade Officer at BNL-Atlanta, 
Von Wedel had extensive banking experience with Citizens and 
Southern National Bank, Atlanta, in the areas of foreign bank 
letters of credit, commodity financing and trade finance. He 
actively participated and assisted Drogoul in managing the 
conspiracy during its initial stages. Von Wedel, a United States 
citizen, pleaded guilty to two felony charges, and has actively 
cooperated with the USAO investigation. He is smiting sentence. 


The MIMP is also Jcnown as the Ministry of Industry and 
Military Industrialization ("MIMI"). MIMP was created in 1987 by 
the merger of the Ministry of Industry with the Establishment for 
Military Production. The new Ministry is headed by Hussein Kamil 
Hassan, the son-in-law of Saddam Hussein. 
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2 . Mia iiaggi (**iuggi*«> 

Naggi was an Assistant Vies Prssidsnt of BNL-Atlanta in 
chargs of ths nonsy dssk that providsd funds for both official and 
**grsy book” loans. Shs participatsd in both ths sarly "in*and-out” 
transactions, bsfors ths ”grsy books” irsrs adoptsd, and in ths 
subssqusnt invsntion and ^sration of ths ”grsy books.” As has 
bssn notsd, shs and Jsan Ivsy wars ths two initial inforsants on 
ths cass and %rsrs grantsd non-prosscution Isttsrs in rstum for 
thsir activs coopsration. 

3* Jsan XTsy (**XTsy^) 

Ivsy assistsd Kaggi in ths nonsy dssk activity, raising 
nonsy for unauthorissd loans by soliciting tslsphons and virs 
dsposits or loans fron othsr financial institutions in ths anounts 
rsgusstsd by othsr BNL-Atlanta snploysss and offiesrs. Lika Kaggi, 
shs has bssn issusd a non-prosscution Isttsr in rstum for hsr 
activs coopsration. 

D. Thd counts 

Ths Indictnsnt chargss an ovsrall conspiracy in Count 
0ns, rslatsd to ths substantivs chargss which follow in Counts Two 
through Thrss Hundrsd Forty Ssvsn. Ths substantivs Counts includs 
chargss bassd upon: 

!• nail and wins fraud 

18 O.8.C. f| 1341, 1343: forming and carrying out a 
sehsns to obtain nonsy and pr^srty by falsa prstsnsss through 
unauthorissd asking of billions of dollars in loans and ersdits 
unauthorissd by BNL*s rulss and polieiss, falsifying books and 
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records to conceal the deception, and to defraud the USOA of a ccc 
export payment guarantee and valid performance bonds. 

2. False statememts 

18 U.s.c. f 1001: making false statements to the Board 

of Governors of the Federal Reserve System, the United States 
Treasury, the Export-Import Bank of the United States, and the 
General Accounting Office in reports to and audits and examinations 
by those agencies. 

s« Fraud on the CCC 

15 U.S.C. f 714m: making false statements to the CCC 

regarding a payment guarantee and eligibility for participation in 
CCC programs. 

4. zmterstate tramspertatiom of stolea memeF 

18 U.S.C. 12314: interstate transportation of money 

taken from BNL by fraud and deception. 

5. Forgery 

18 U.S.C. S493: forging documents purporting to be CCC 

payment guarantees and Central Bank for Cooperatives ("CoBank") 
p«r^lclp«^ioii csTtlflGetes. 

8* Tam ovasiom hy Orogool 

26 U.S.C. 87201: evasion of individual federal income 

tax liability for 1987 and 1988 by failing to report or withhold or 
make estimated tax payments on income from gratuities and kickbacks 
paid to Drogoul by Bntrade. 

B. A 9f atnl OTtEYity or The fght 

The Indictment states that the underlying purpose of the 
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charged activity vaa to arrange for billione of dollars in funding 
for Iraq^* and othn borrovers while sisrepresenting to auditors, 
exaainers, the United States and Italian govemnent entities, and 
BNL-Rose sanagesent, that BHL-Atlanta was operating within all 
applicable lending lisits and in accordance with safe and sound 
banking practices; and to solicit unsecured funding for the MHIP 
through a London-based procuresent network active in the United 
States and elsewhere. It should be noted that over $1.9 billion of 
these unauthorized and concealed extensions of credit were for 
countries (and entities within those countries) other than Iraq. 

While the unauthorized ”off-book” BWL-Atlanta funding to 
Iraq began in 1985 as financing for agricultural products under 
USDA CCC progress and for unsecured freight, it had evolved by 
early 1988 into totally unsecured credit extensions and agreesents 
(referred to as Nedius Tern Loan Agreeaents or "IfTLs") totalling 
$2,155 billion with CBI. These transactions were, in all 
likelihood, intended for primary use by the WHIP. Only half of 
this later funding can be traced to specific purchases. The funds 
from the remaining half of these unsecured credit extensions and 
agreements were utilised by Iraq to simply transfer cash to a 
series of CBI clearing accounts, which effectively concealed their 
final destination and actual usage. It say be fairly assu me d that 
substantial suss thus obtained were disbursed for military or 
military-related items. 

^ While contrary to BWL rules, there would be nothing inherently 
illegal in BWL extending very substantial unoollateralised credits 
to Iraq during the conspiracy period, had it ^losen to do so. 
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The USAO*s position is that the existence of .a unique set 
of circumstances at BKL-Atlanta made it possible for BNL-Atlanta 
employees to extend billions of dollars of credit without the 
Icnowledge of the management of BNL*Rome or governmental regulatory 
agencies, as follows: The presence of a "money desk" in the agency 
made it possible for officials at BNL-Atlanta to borrow money 
directly and control the sources for that funding; at the tine BNL- 
Rome enjoyed an AAA bond rating from Moody's, a rating extended to 
only one American bank, which made it possible for the BNL-Atlanta 
money buyer to utilize various money brokers to borrow hundreds of 
millions of dollars from the world money markets at or below the 
London Inter-Bank Offering Rate ("LIBOR") on a daily basis the 
complicity to some degree of every employee at BNL-Atlanta, which 
eliminated any cross-checks by department function within the 
agency; the turnover of regional managers at critical times; and 
BNL-Atlanta ' s conversion from one computer system to another. 

Audits conducted by various entities — BNL itself, BNL's 
outside auditors, the Georgia State Banking Department and the 
Federal Reserve all failed to uncover the scheme. A report 


" As noted above, Maggi and Ivey operated BNL-Atlanta *s "money 
desk." As the scheme needed money to pay out to Iraqi banks, 
enterprises or exporters to Iraq, Maggi and Ivey irould .receive 
lists of the dates and amounts required. They then telephoned 
money brokers in the legitimate Interbank Funds ("IBF") , purporting 
to extend the credit of BNL's "AAA" credit rating. The brokers 
solicited funds from banks and other financial institutions in the 
United States and elsewhere by quoting the interest rates and 
periods-to-maturity offered by Maggi and Ivey. Funds raised were 
wire-transferred to BNL-Atlanta ' s holding accounts at Morgan 
Guaranty Trust Company and ultimately disbursed to Iraqi banks and 
their exporters through separate wire transfers. (Ex. 13 at 15- 
17.) 
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prepared by tha Fadaral Raaarva aftar tha aaarch, hovavar, 
dascrlbad tha BNL-Atlanta branch as ^^unsatisfactory basad upon tha 
condition of its risk assats, intamal controls and Banagaaant 
ftmction.** (Unifom Raport of Examination for Branchas and 
Agancias of Foraign Banking Organizations, with axamination data as 
of August 31, 1989.) Othar banking raports vara similarly harsh in 
thair criticisms of BNL*s audit controls. (Sta Translation of 
Raport of Ninistar Carli to tha Financa Commission of tha Italian 
Sanata on Dacambar 14, 1989, at 6 (**Tha final study now confirms 
tha vaaknassas of tha Bank's intamal structura which parmittad 
such avants to unfold.”) •) 

XV. MQRB BBTAILS ABOIIT BMI^ATIAMTA WBOBmOimB 

It should ba notad at tha outsat of this discussion that 
Drogoul, as Hanagar and First Vica Prasidant of BML-Atlanta, was 
spacifically limitad in his authority to act on BNL's bahalf with 
raspact to tha typas, amounts, tarms and borrovars on various typas 
of loans and cradits.^ Thasa rulas and proeaduras includad BNL's 
"signatura book,” %ihich was also providad to borrowars, including 
Rafidain and CBX, so thay would ba fully awara of tha limits on tha 
authority of individual BNL officars with whom thay daalt. For 
axampla, tha Iraqis knav that tha third and fourth NTLs, signad 
only by Drogoul and not by a saeond officar, warm tharafora 
violativa of BHL rulas. Drogoul and tha otbar Atlanta officars and 

^ Ha had as did othar U.s. branch managars, a ganaral povar of 
attomay to act on bahalf of BHL. Honatbalass, ha and tha othar 
branch managars also had to sign a documant that thair authority 
was limitad by BHL*s rulas. 
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employees were fully aware of these rules and procedures. Relevant 
limits included the following: 

1. Drogoul was personally authorized to make 
unsecured loans not exceeding $500,000. 

Loans above that amount required approval 
in New York or Rome, according to type 
and size. 

2 . No loans or credits to Iraq were 

authorized, unless they were 100% 
collateralized by cash or cash 
equivalents. Loans without such 

collateral were expressly forbidden. 

3. Any loan exceeding $500,000 required the 
signatures of at least two officers of 
BNL-Atlanta. No single officer was 
empowered to lend ahove that limit, or to 
accept liability above that limit in any 
form, including issuing or confirming a 
letter of credit. 

4. No loan for over $2,500,000 could be made 
by BNL-Atlanta, even with two officer 
signatures, unless further approved by 
designated officers in New York or Rome. 

5. All loans were required to be in writing, 
and to be accurately entered in and 
reported on the books and records of BNL- 
Atlanta and its regular reports to BNL- 
Mev York, BNL-Rome, and to federal and 
state regulators and examiners. 

6. BNL-Atlanta was required to maintain its 
books, records and reports using the 
bank's standard computer-based accounting 
system and terminals. It was not 
authorized to keep separate or parallel 
books , records or accounts on 
freestanding computers and/or word 
processors. A standard set of accounts 
and reporting formats was prescribed for 
mandatory use. 

In 1985, Drogoul negotiated a $13 million unauthorized 
assumption of unsecured Iraqi risk for a large grain company. On 
December 15, 1985, Drogoul also agreed to fund $556 million in 
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agricultural conodity purchasaa by tha govaniMnt of Iraq under 
the USOA CCC programs for Fiscal Year 1986. Approval was naithar 
sought nor racaivad fros Rom bafora Drogoul signed this $556 
Billion agrasBant.^ Thereafter, on April 18, 1986, Orogoul sought 
approval froB Rom to fund $100 Billion of tha $556 Billion that ha 
had coMittad. Approval %raa denied by Rom three days later. 

As Drogoul explained in tha written stataeant ha ha 
prepared after tha August 4, 1989 search for his than counsel, 
Amall, Golden & Gregory (”AG4G*) of Atlanta, this Mrkad tha 
beginning of BML- Atlanta's eventual exposure to Rafidain in excess 
of the liBits established by Rom. (Ex. 16.) Drogoul explained the 
evolution of his scheM in his own words at pages 48-50 of his 
statsBent: 


Within two (2) Mnths of signing the 
Agreenent, however, petroleuB drof^ed to USD 9 
barrel froB its previous level of USD 22 and, 
in addition, the war between Iraq and Iran 
intensified. Banks interested in purchasing 
CCC loans, therefore, began to assess Iraqi 
risk differently than before, and while they 
would still purchaM the risk, it would be 
sold at a higher rate than before. Our 
assessBent was that it irould cost us in the 
area of USD 2,500,000 to Mil the loans (at 
prices higher than that which we had eoBBitted 
to the Iraqis). 

Hoping that oil would increaM in value and 
that the intensification of the war was only 
teaporary, we elected to wait and see what 
would happen. He did not wish to dishonor our 
coBBitBsnt to the Iraqis especially since we 
were es^osed to Iraq on the freight finance. 


^ Neither BNL' .Atlanta nor regional Banageaent in Mew York had 
the authority to extend credit or lend BNL's Boney to other banks 
without the specific approval of BNL-Rom. BNL had oentralised 
control of all bank-to-bank lending. 
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Unfortunately the situation did not change and 
by mid- 198 6 the branch had transactions to 
Rafidain Bank recorded on the records of the 
branch in excess of the USD 100,000,000 limit. 

During my visit to Venice, our Regional 
Manager Mr. Guadagnini was criticized by his 
superior for allowing the Atlanta Branch to 
maintain a considerable excess for Rafidain 
Bank .... My regional manager sat down with 
me there and told me clear up the problem. ° 

Upon my return to Atlanta, Paul [Von Wedel], 
Theresa [Barden], Robert [Post], Mela [Maggi] 
and I decided that the best way to handle the 
situation would be to skip the excess amounts 
off the books on the last day of the month, 
l^JLu0 on the day the computer reports were 
examined by Rome.^ 

He continued the process of "skipping" for 
many months . During the intervening time 
there was always the risk that Rome or New 
York would see the true exposure. 

As the exposure continued to grow well in 
excess of the line we always sought ways to 
sell the "skipped" or soon to become "Grey” 


° Indeed, Drogoul was repeatedly warned that formal 
authorization from Rome was mandatory even for loans guaranteed by 
the United States Government djJUr CCC) and that approved credit 
lines could not be exceeded. 

Because of this "skipping” (or "slippage," as it was sometimes 
referred to by BNL-Atlanta employees) , Drogoul felt comfortable in 
assuring management that his Fiscal Year 1985 $100 million CCC 
authority had never been exceeded, as follows: 

Total $93,206,495.61 [CCC for Iraq Rafidain]. He wish to 
point out that these figures have been triple checked by 
us and that they reflect our outstandings under this 
facility. The final maturities are accurate. Previous 
reports, which have required that we reflect manually 
month by month maturities under each loan, were not 
accurately reflected. He apologize for this error. 

(Telex from Drogoul to Boldrini (BNL-Rome) , November 13, 1987, 
submitted herewith as Ex* 17.) When Drogoul sent this telex he had 
already exceeded his limit more than $500 million and signed 
agreements that exceeded BNL-Atlanta's limit by $1 billion. 
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loans. 

Months latsr ths bank eonvartsd fros ons 
accounting systas to another (known as ths 
Nantsc Systas), and two (2) data procassing 
pabpla, ona of whos was also an auditor, vara 
sant to Atlanta to assist in tha convarsion of 
tha records. 

As they approached tha Rafidain Bank loans, 
all of which ware on tha books, it bacasa 
clear that tha total value of these loans 
would be shortly uncovered if sosa solution 
was not found. 

Again, Paul, Theresa, Robert, Mala and Z 
consulted and realized that tha only way to 
solve this issadiata dilassa was to "skip” off 
tha loans parsanantly. This we did and tha 
"Gray" Book was created. 

As we found ourselves with tha ease dilassa 
whan we ware required to land to tha Central 
Bank of Iraq, tha sasa "Gray" sathod was 
asployad. 

After taking his unauthorized loans cosplataly "off 
book,"^ Drogoul signed agraasants in January and Oetdbar 1987 
obligating BNL*Atlanta to fund $619 sillion and $665 sillion for 
Iraqis Fiscal Year 1987 and 1988 CCC prograss, raspaetivaly.^ 

In 1988 and 1989, tha Iraqis decided not to have BHL- 
Atlanta continue to aid in financing CCC-guarantaad transactions. 
Instead, in those years, Drogoul agr e ed with tha Iraqis to provide 


" Tha "gray book" also was known as tha "off-book." 

^ During the course of his unauthorised CCC funding and 
thereafter, Drogoul also caused BML-Atlanta to fund over $250 
sillion in unsecured and unauthorised extensions of credit for 
freight and for the purchase of agricultural products, durable 
goods and raw saterials for whiA Rafidain was the originating 
bank* In addition, Drogoul caused BNL-Atlanta to fund another 
unsecured $70 sillion for which Rasheed was the originating bank. 
(Bx. 14 at 12.) 
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a total of $2,155 billion in cradit axtansions undar four HTLs. 
Thasa transactions^ vara purportadly for tha purchasa by NINP of, 
among othar things, durabla capital goods. As X hava notad, thara 
is good raason to baliava that many matarials usad or usaful for 
military purposas vara fraquantly purchasad with thasa funds, vhich 
Drogoul cams to raaliza somatima aftar ha had ambarkad upon tha NTL 
program. 

Thus, by vay of axampla, on Kareh 1, 1991, aftar 
disclosura that night vision aquipmant, manufaeturad by Dal ft 
Instrumants M.V. ("Dalft"), vas diseovarad on capturad Iraqi 
tanks, Dalft officials issuad a statamant advising that tha company 
had in fact axportad night-vision aquipmant to Iraq. Tha company 
stated, in part, that an internal investigation had found that 
their subsidiary, 02P Instrubal, N.V. ("Instrubal"), Oudanaarda, 
Belgium, had mads three shipments of thermal imaging night-vision 
components, manufactured by Hughes Aircraft Company, Santa Barbara, 
California, to Iraq and Jordan. Delft further stated that 
shipments to Iraq vere made in December 1989, and April 1990, and 
tha shipment to Jordan took place on Dacembar 7, 1990. Dalft 
acknovladgad tha raquiramants for U.8. Export Licenses but 
indicated that no licenses had bean obtained. 

meviev of BHL-Atlanta documents by the U8A0 revealed that 
on January 27, 1989, CBX had telexed to BML-Atlanta a funding 
request undar Option-B (Option-B vas a plan agreed to by BNL- 
Atlanta, CBI and tha Iraqi UUCP, vherein a telex vould be the only 
dociuMnt provided by CBI to initiate a loan). Included in tha 


84 


377 


nquMt was funding for Instrubol in tho anount of 1,356,000,000 
Balgian Francs, which at tho tins of tho transaction was squivalsnt 
to $27,777,991. Ths tslsx ststsd that Instrubol would bo tho 
supplior of hoavy nachinos and oquipoont to tho Iraqi govomnont 
ostablishnont for hoavy onginooring oquipnont undor contract #10. 

Tho U8A0 tiod this transaction to BNlr*atlanta's transfer 
on March 16, 1989, of United States currency (proceeds of tho 
schoM charged in tho Indictaont) froo its clearing account at 
Morgan Guaranty Trust Coopany, Now York City, to a CBI clearing 
account then maintained at Manufacturers Hanover Trust Cnpany, New 
York City. The amount transferred by BNL-Atlanta %ras equivalent to 
the amount requested by CBI in the January 27, 1989, telex after 
converting the foreign values to United States dollars. The USAO 
charged Orogoul's use of this CBI account to be money laundering of 
scheme proceeds in Count 279 of the Indictment.^ 

Further details of Drogoul*s activities — the various 
transactions, the concealment, his foreign travels, and other 
conduct in furtherance of the charged conspiracy -- are set forth 
in the USAO Analysis (Ex. 14), and in its Sentencing Memorandum 
(Ex. 18) provided to the Court at the time of Drogoul*s Sentencing 
Hearing. I have reviewed records underlying the BNL-Atlanta 
transactions, the charges prepared by the U8AO, the exhibits 


^ In other documents the USAO revealed that its investigation 
indicated that Iraq had used some funds from the NTLs for the 
acquisition of materials readily ad^^table to military use. In 
this connection, it referred to the Iraq military procurement 
network, in whi^ Natrix-Ghurchill Corp. (*M0C*) and Matrix* 
Churchill Ltd. ("MCL") played key roles. 
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introduced at the Sentencing Hearing, all of the eaterials 
reflecting Drogoul*s several stateaents to counsel and his 
statements during his nuaerous debriefing sessions, both in 1989 
and 1992, in which Drogoul hiaself adaits to these activities. 

In any event, there is little if any dispute as to what 
Drogoul did in teras of the **off-book" and mrongful activities. 
The principal dispute relates to whether his conduct was authorized 
by, or was done with the knowledge of, officers of BNL-Roae. 

V. THB gOVERHMBllT»B IHVaeT IQATIOM AM D PR08BCUTI0M Of THE HaTTia 
The USAO and the DOJ have come under fire for having 
treated BNL*Roae as a victia of the charged conspiracy, having 
determined that it did not authorize or have knowledge of the 
charged activities and was not criainally negligent in failing to 
discover these activities during the period of the conspiracy. 
Some have made the additional allegation that this prosecution 
theory reflected the intrusion of political pressure into Justice 
Department decisions, or a **cover up” of activities somehow 
aut.horized by blie Unibed Sbebee. Z have devobea nuob bine end 

attention to these subjects in my investigation. 

A. flyapriay 

As is traditional, this case originated with the USAO, 
with DOJ later joining in active consideration of the matter. 
There was minimal contact between DOJ and the USAO until January 
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1990.^ Thereafter, there was interaction between the two offices 
up to and beyond the return of the Indictment on February 28, 1991. 
Many factors required DOJ involvement: 

1 • Procedures requiring DOJ persons to contact the 
intelligence agencies for intelligence information 
about BNL; 

2. The- clearance of immunity requests: 

3. The sheer magnitude of the case in dollar terms; 

4. The involvement of several federal agencies in the 

investigation relating to charges ultimately 
embodied in the Indictment; 

5. The necessity for obtaining foreign documents and 

the testimony of foreign witnesses; 

6. The expertise at hand in the Fraud Section of DOJ. 

Largely because departing United States Attorney Robert 
Barr, Jr. ("R. Barr”) was pressing for an Indictment before he left 
office, the USXO in late 1989 had drafted a proposed form. 
McKenzie, who authored it, successfully opposed presenting it to a 
Grand Jury at that time. To have filed any Indictment then would 
have been very unwise. By the end of 1989, it was already obvious 
that surface had barely been scratched in %rhat was to be a massive 
investigation in a case of remarlcable complexity. 


" It appears that the DOJ first contacted the USAO on October 
26, 1989, When Robert Mueller, III ("Mueller”) called United 
States Attorney Barr and McKenzie to obtain information on the 
BNL case. Ten days later Mueller called again, to receive 
another update. In mid-December, Trial Attorney (Criminal 
Division) Wolodymyr Sulzynsky travelled to Atlanta at the behest 
of John Martin, Chief of the Internal Security Section, Criminal 
Division at DOJ, to discuss the status of the investigation, 
presumably because of the "national security” overtones. (Routing 
and Transmittal Slip from Martin to Mark M. Richard and Edward 
S.G. Dennis, Jr., dated December 26, 1989; Memorandum from 
Sulzynsky to Martin, dated DeeaidMr 2 S. less.) 
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The widespread criticism of the **delay** in returning an 
Indictment some eighteen months after the search is unfair, and a 
claim that such a "delay" was attributable to some corrupt motive 
or political influence, as some have charged, is without support in 
the record. An experienced prosecutor who reads the massive 
Indictment will understand immediately the scope of the 
investigation required just to frame it. The USAO is to be 
complimented, for my review of the files indicates that the 
prosecutors only included Counts for which there is abundant 
supporting evidence.^ The documentation establishes that the 
prosecutors determined not to seek the return of an Indictment 
until they felt they had not just "probable cause," but rather 
proof of guilt beyond a reasonable doubt. 

It is clear that USAO and DOJ spent a considerable amount 
of time and effort independently and jointly considering whether 
BNL-Rome was a victim of Drogoul's scheme. To understand the 
prosecutors* determination, X now turn to the events immediately 
following the search of BNL-Atlanta. 

B* Thf laitiU Jfqt i hmtgin 

Drogoul had been on vacation in France when he was 
informed by Von Wedel of the August 4 search. Drogoul immediately 
called the Iraqis with whom he had worked on the loan transactions, 
Safa, Taha and Ali, idio instructed him to meet them in London the 


” The only caveat I raise at this juncture is related to the 
decision to treat BML as a victim. 
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following day. on August 5, Taha, All and others” met with 
Drogoul for several hours and after consulting with officials in 
Baghdad, directed him to return to Atlanta, although he has 
stated that he intended to return to the United States in any 
event. Drogoul travelled to New YorX on August 7 and met BNL*s 
North American Area Manager, Pietro Lombardi (** Lombardi**) While 
in New York, he also met with an attorney representing BNL, who 
arranged to retain Lackland of AG&G to represent Drogoul. Later 
that day, Drogoul returned to Atlanta and was discharged by Umberto 
D'Addosio ("D'Addosio") , General Vice President of BNL->Rome.” 

Over the next few weeks, starting August 8, Drogoul met 


” The other Iraqis who met with Drogoul included MIMP counsel 
Fadel Kadhum and Deputy Minister Osama Hammadi. 

Drogoul later stated that he realized the Iraqis thought 
that in this way they would be able to continue to draw on the 
outstanding Loan Agreement. (Memorandum of Drogoul Interview, 
dated August 20, 1992.) 

” Many months later, Drogoul described a **look** that he 
received from Lombardi the day that they met in New York. 

Drogoul interpreted the look to mean that **ve have been found 
out,** as opposed to one of surprise or blame. (Memorandum of 
Drogoul Interview, dated June 19, 1992.) Von Wedel recalled that 
Drogoul once had told him that Lombardi knew about the unapproved 
transactions. (English translation of the **Final Report, 
Parliamentary Committee of Inquiry on the case of the Atlanta 
Branch of the Banca Nazionale del Lavoro and its Connections, 
Communicated to the Presidency on April 22, 1992** (hereinafter 
**Italian Parliamentary Report**) at 141 submitted herewith as Ex. 
20 .) 

” On August 9, officials at BNL-Rome (Vice Chairman Salvatore 
Paoducci and others) travelled to Baghdad where they met with 
officers from the Central Bank of Iraq for the purpose, they have 
said, of confirming the balance of the outstanding loans. 
(Memorandum from C.W. Carson, Principal Examiner, to P. Vincent 
Conlon, Deputy Superintendent, Foreign Commercial Bank Division, 
and P. Philben, Deputy Superintendent and Chief Examiner, 
Commercial Banks.) 
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regularly with officials from BNL-Rone and BNL's attorney, Bruue 
Kirvan C*Kirvan**) of King & Spalding.^ (Minutes of August 1, 1989 
BNL-Atlanta meeting; Minutes of August 14, 1989 BNL-Atlanta 

meeting; Minutes of August 24, 1989 BNL-Atlanta meeting.) it 

appears that 3NL-Rome representatives also attended all of le 
meetings at which both USAO and Drogoul were present* 

Although R* Barr sought to have the Indictment brought ' s 
early as possible, McKenzie recognized that a good deal of 

investigation was still required and recommended that there be 
further investigation about various matters, including the "current 
and potential losses from unauthorized credit transactions under 
investigation." (Memorandum from McKenzie to R. Barr, dated 
September 15, 1989.) McKenzie did not suggest in that memorandum 
that the issue of BNL-Rome*s Icnovledge or complicity be examined. 

Nonetheless, she agreed to draft a "bare bones" 

Indictment that could be filed (and later superseded) in the event 
Italy attempted to extradite the BNL-Atlanta employees l>efore the 
USAO was ready to proceed with its own case. (Memorandum from 

McKenzie to R. Barr, dated September 19, 1989.) She prepared the 

draft Indictment in October 1989, naming only BNL-Atlanta personnel 
(Drogoul, Von Ifedel, New, Barden and DeCarolis) as defendants, but 
urged R* Barr not to present the draft Indictment to the Grand Jury 

^ The minutes of these meetings indicate that they discussed, 
among other things, the loans that Drogoul had extended, the 
Rafidain Bank CCC guarantees, and Option A, B and c credit 
openings. (Minutes of August 14, 1989 BNL-Atlanta meeting; 
Minutes of August 16, 1989 BNL-Atlanta meeting.) BNL-Roms 
expressed concern that it irould have to honor the enormous 
commitments Drogoul had undertaken. 
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because the Task Force believed the case encompassed "far more than 
'regulatory matters.'" (Memorandum from McKenzie to Barr, dated 
October 31, 1989.) 

McKenzie recommended that they await the first week in 
December, by which time she thought they would be able to present 
a more comprehensive Indictment containing added counts for (1) 
false statements to the U.S. Treasury and Export Import Bank 
("Eximbank") ; (2) a scheme to defraud BNL-Rome; (3) tax counts; (4) 
Trading with the Enemy Act counts relating to Cuban Sugar; and 
(5) conspiracy. (Memorandum from McKenzie to Barr, dated October 
31, 1989.) R. Barr was adamant that she adhere to that new 

schedule. (Memorandum from R. Barr to McKenzie, dated November 3, 
1989.) 

The early Task Force investigation included close to 
twenty interviews with Drogoul and other BNL-Atlanta employees in 
which the investigators repeatedly asked them to name anyone, 
including employees of BNL outside BNL-Atlanta, who might be 
implicated in the schemes they had employed. Of the other BNL- 
Atlanta employees identified as targets in the investigation! all 
contended their actions were for the good of the bank and not for 
personal gain. Drogoul repeatedly denied the complicity of anyone 
outside BNL-Atlanta and contended that the loans were good loans, 
and that there would be no difficulty in getting them repaid.^’ 

^ Early in the investigation, Drogoul also asserted that the 
Central Bank of Iraq and the Iraqis had no knowledge that he was 
exceeding his authority (Memorandum of August 10-11, 1989 Drogoul 
Interview) , statements he later retracted. (Memorandum of July 

(continued. . . ) 
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(KeBorandua of August 10, 1989 Drogoul Intsrvisv.) Ths USAO thus 
tsninatsd ths intarviavs aftar only a fav sassions bacausa thay 
did not think Drogoul *s stataaants vara forthcoaing. 

By tha and of Octobar 1989, NcKanzia «ras praparad to 
raconaand that an Zndictaant includa an 18 U«8*C. f 1343 "schaaa to 
dafraud BML bacausa (1) such charges and proof tharaof strikes at 
tha heart of tha stated dafansa in this case and (2) such charges 
allow introduction of substantial dollar losses suffered by BNL to 
data.” (Maaorandua froa McKenzie to R. Barr, dated Octobar 31, 
1989.) She noted that tha U.S. Govamaant had not yet suffered any 
losses (in part bacausa of tha extended due dates on tha CCC-* 
guaranteed loans to Iraq), but that BML* a losses vara extensive.^ 
(Maaorandua froa McKenzie to R. Barr, dated Octobar 31, 19S9.) 

Throughout tha fall of 1989, MCXansia and R. Barr 
continued to consider new aspects of tha case, including tha Task 
Force’s investigation of whether Drogoul had operated as a foreign 




”(• • .continued) 

13, 1992 Drogoul Interview; hr also Ex. 19.) Zn fact, at one 
point, Drogoul conteaplatad executing a autual dafansa agraaaant 
with tha Iraqis. (Idl) 

^ BML had offered significant assistance to tha USAO 
iaaediataly following tha August 4 search and aat with tha Task 
Force to review docuaanta and reconstruct accounts. BML had 
coapiled a list of the losses it claiaed, which included: 

(1) absurdly low interest rates; (2) substandard latter of credit 
fees; (3) an approxiaate $6 aillion reserve penalty sought by the 
Federal Reserve due to BML-Atlanta*s reporting and reserving 
failures; (4) attorney and accountant fees, travel, lodging, and 
other Boneys; (6) $26 aillion paid on letters of credit due to 
financing of Cuban sugar; and (7) 50% discounted worth of Zraqi 
debt on the world aarket. (Sit Maaorandua froa McKenzie to R. 
Barr, dated October 31, 1989.) 
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agent. (Memorandum from McKenzie to R. Barr, dated November 22 , 
1989.) McKenzie advised that Entrade should be included as a 
corporate defendant, but that there was **no evidence that any BNL 
employee or officer outside Atlanta had Jcnovledge of any portion of 
the schemes under investigation sufficient to warrant criminal 
prosecution." (Memorandum from McKenzie to R. Barr, dated November 
22, 1989.) 

The BNL affair caused consternation among the officers of 
BNL and Italian politicians. In October 1989, the Chairman and 
Director General of BNL, Paulo Divito ("DiVito") visited the 
American Ambassador in Italy, The Honorable Peter Secchia, and 
suggested that the matter be raised "to a political level." Re 
expressed BNL*s desire to cooperate fully with U.S. government 
authorities but at the same time made it clear that BNL wanted to 
achieve some kind of "damage" control. (See e.q. 138 CONG. REC. 
H8354-8355 (daily ed. September 14, 1992.) It is unclear whether 
the USAO knew of Divito 's concerns, but McKenzie was obviously 
aware that the case had sparked substantial interest among high 
ranking officials at the State Department. According to McKenzie's 
notes in her "Daily Log," then Secretary of State Baker was most 
interested in the BNL case and was receiving frequent briefings.^ 
(Italian Meekly Report, dated October 10, 1989.) 


McKenzie ultimately decided that she lacked enough evidence 
to include this charge in the indictment. 

^ In the fall of 1989, as the investigation was unfolding, 
McKenzie kept daily logs in which she recorded telephone calls, 
leads and searches conducted by various agents. 
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on December 1 , 1989, McKenzie wrote to Molly Worlow, 
Senior Counsel for International Law Enforcement, Department of 
Justice, and asked that she provide the names of four Iraqi 
nationals for dissemination to the Intelligence Community. The 
Iraqis named were Sadik Hasson Taha, Rajaa Ali, Ahmed Al-Dulaimi 
and Safa Al-Habobi. She also noted that Hussein Kamil Hassan, the 
son-in-law of Saddam Hussein, might be peripherally involved. 
(Memorandum from Worlow to McKenzie, dated December 7, 1989.) 

Italian Minister Carli, on December 14, delivered to the 
Finance Commission of the Italian Senate a report he had prepared, 
which criticized BNL's internal controls and suggested that BNL- 
Rome had knowledge of at least some of Drogoul's transactions. 
(Translation of Report of Minister Carli to the Finance Commission 
of the Italian Senate on December 14, 1989.) McKenzie subsequently 
forwarded a copy of the report to Gerrilyn Brill ("Brill"), then 
Chief of the Fraud Division at USAO. (Routing and Transmittal Slip 
from McKenzie to Brill, dated December 20, 1989.) 

C. Interaotion Between OSAO And POJt Winter ifSf - iffO 

McKenzie called Deputy Assistant Attorney General Mark M. 
Richard ("Richard") in early January 1990, to inform him about a 
planned trip to Turkey and Italy. She intended to travel to Turkey 
to meet with representatives of Entrade in order to negotiate a 
guilty plea and to debrief Tezeller, who had offered to 
cooperate.** She also sought to interview BNL-Rome employees in 

** Richard later requested that McKenzie defer the trip to 
Turkey until he and others at DOJ could evaluate the efficacy of 

(continued. . . ) 
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Italy. In a letter to Zane Kelly ("Kelly**), Federal Reserve Bank 
in Atlanta, dated January 9, 1990, R. Barr and McKenzie explained 
that; 

The stop in Rome is necessary to speak with a 
number of BNL*Rome employees, officers, and 
directors at whom Christopher Drogoul and 
other key subjects have leveled charges of 
complicity in their BNL-Atlanta scheme. A 
Rome setting is required for immediate access 
to all relevant records which may assist in 
defeating these spurious claims by subjects of 
our criminal investigation. 

(Letter from R. Barr and McKenzie to Kelly, dated January 9, 1990.) 
It was decided that BNL-Rome officials would come to Atlanta with 
their documents rather than have U.S. agents go to Rome, and the 
trip was cancelled.^ (Memorandum from McKenzie to R. Barr, dated 
January 18, 1990.) While it is clear that no representatives of 
either USAO or DOJ ever searched the premises of BNL-Rome, there is 
no indication that they were precluded from obtaining information 
that such a search would have disclosed. 

On January 26, 1990, McKenzie reported to DOJ on the 
status of the investigation.^^ At this time. Assistant Attorney 


^^( . . .continued) 

negotiating a guilty plea with Entrade. McKenzie never made the 
trip, because a plea agreement was reached in this country. 

^ Tezeller later refused to cooperate, so it became unnecessary 
to make the trip at all. 

In the same month, BNL-Rome entered into an agreement with 
the Iraqis in which it agreed to ** fulfill its obligations" 
regarding the "off*book" credits to Iraq from BNL-Atlanta. This 
agreement, which became kno«m as the **Geneva Agreement," was 
critical to BNL because the MTLs originally provided that the 
Iraqis could defer payment of the principal until a final 
disbursement was made. 
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G«n«ral Edvard Dannis ("Dannis") haadad tha CrlMinal Division, and 
it was arrangad for Sanior Litigation Attomay Patar Clark 
(**Clark**) of that Division's Fraud Saction,^ anothar axpariancad 
prosecutor, to proceed to Atlanta to raviav tha case and its 
expanding diaansions with tha USAO. As sat forth in Clark's 
naaoranduB of February 12, 1990, his trip lad to additional 
consideration of certain critical issues in tha case, such as 
whether to approve tha plea agraaaant vith Entrada and iaaunity for 
Tazallar, and whether tha proposed charges would preclude any 
claias against BNL and underscores again why it would have bean 
folly to seek an Zndictaant until those issues had bean resolved. 

At this early stage, there eaerged what was to becoae a 
aajor dispute between the USAO and DOJ. As Z^have stated, the USAO 
had decided in the Fall of 1989 that it was likely that (1) Drogoul 
and his Atlanta co-workers had defrauded BNL, aaking the latter the 
victia of the fraud; and that (2) BNL had no knowledge of the 
fraudulent activities and had not authorised thea. This view was 
not unsupported: Drogoul had been interviewed on several occasions 
beginning only days after the August search and had never claiaed 
authorisation of his aisconduct by BNL. On the other hand, he had 
— as he was to do later — wondered aloud how his superiors at 
BNL's Offices in its regional office in New York and at its 
headquarters in Roae could not have known of his scheae, given its 
aagnitude. 

^ The Fraud Section was and is headed by Acting Deputy 
Assistant Attorney General Laurence Urgenson, also an eiqperienced 
prosecutor. 
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Clark was quick to take a view at odds with the USAO. He 
questioned the quality of the USAO*s investigation. He suspected 
that BNL was knowledgeable of the fraud and might even have 
authorized Drogoul's activities but noted that the USAO was **very 
reluctant to charge BNL, primarily because the bank has cooperated 
fully in the investigation and has questioned the theory under 
which the Department could charge BNL for the unauthorized acts of 
its officers and employees. ** (Memorandum from Clark to Greenberg, 
dated February 12, 1990.) He, and others in the DOJ Fraud Section, 
believed that the sheer volume of "grey book" loans to Iraq 
warranted a more intensive investigation into whether BNL-New York 
or Rome had authorized, were aware of, or were negligent in failing 
to detect Drogoul's "off*book" activities. The first reason for 
this was obvious: should facts show that BNL-Rome were involved, 
the case would require a different cast than that contemplated by 
the USAO. Second, it was important to pin down the facts on this 
issue in anticipation of a defense at trial by the BNL-Atlanta 
targets that their conduct was authorized by BNL-Rome or BNL-New 
York. (Memorandum from Clark to Greenberg, dated February 12, 
1990.) 


■ ■■ ■ 

Clark asserted that "the exposure of the United States 
— through the CCC financed transactions — say exceed $1 
billion." He also noted that the U.S. Government charge that BNL 
was defrauded might preclude a U.S. civil action against BNL in 
the event that Iraq defaulted on its CCC guaranteed loans. 
(Memorandum from Clark to Greenberg, dated February 12, 1990.) 
Clark apparently suggested preserving the government's rights 
against BNL by either including BNL in the indictment or framing 
the indictment to avoid characterizing BNL as a victim. 
(Handmritten notes, dated March 13, 1990.) 
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In ay opinion, tho DOJ Fraud Sactlon*a advica was not 
intended to stall or delay return of an Indictaent* The advice was 
sound, the issues raised were significant, and further 
investigation was clearly required. X note that the responsibility 
for overall handling of the case and ultiaate return of an 
Zndictaent reaained with the USAO, and that the Atlanta Task Force 
continued to conduct its investigations under the direction and 
control of the USAO. The role of the DOJ Criainal Division and its 
Fraud Section continued to be Halted to giving advice and 
responding to the USAO's requests for inforaation and assistance as 
required. 

On February 23, 1990, the USAO's McKenzie and Riaantas 
RuXstele ("RuJcstele”) aet in Washington with Urgenson, and together 
they conferred with representatives froa USDA.^ After this 
aeeting, Urgenson, Rukstele and McKenzie aet with Mueller, to 
update hia on the aatter. 

McKenzie presented to urgenson a UiougtitCul aosorandiw 
discussing %rhy, in her view, BHL was a victia of Drogoul*s 
fraudulent acts. Her reasons included} (1) the leek of benefit to 
BNL-Roae; (2) the personal gain that BNL-Atlanta officers had 
received}^ (3) BHL*s diligent internal controls and audits;^ (4) 


^ At the tiae, U80A considered approving an additional $500 
aillion in CCC guarantees to Iraq. 

^ Indeed, USAO later learned that Drogoul received kickbacks 
froa soae of the coapanies with %diich he dealt (naaely, Bntrade), 
and that the Iraqis enticed hia with the proaise of a top 
aanageaent position at a banking and trading enterprise to be 
established in London. 
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the fact that the involved officers vent to great lengths to 
conceal their activities; (5) BNL's full cooperation with the 
investigation; (6) that there was no loss to the U.S. government, 
nor were any losses anticipated because under the Geneva Agreement 
entered into in January 1990 by BNL and the Iraqis, Iraq promised 
to repay most of the CCC-guaranteed portion of its loans in 1990; 
(7) that BNL was no more culpable than the Federal Reserve, which 
also was charged with monitoring BNL-Atlanta and also "should have 
known" about the fraud; and (8) that BNL was an agency of the 
Italian government, a sovereign nation. (Memorandum from McKenzie 
to Rukstele, dated February 23, 1990.) 

But Urgenson remained unconvinced by the USAO's theory. 
Given the massive amounts of the "off -book" loans involved and the 
fact that this lending had stretched over almost four years, it 
seemed to him unlikely that BNL-Rome would not have Icnovn of at 
least some of these activities. For his part, RuJcstele wanted DOJ 
to be satisfied with the sufficiency of the evidence, and asked 
that Urgenson visit Atlanta and review the evidence personally. 

Accordingly, from March 20 to 22, 1990, Urgenson, 

Greenberg and Clark met in Atlanta with McKenzie and the Task Force 
to discuss, among other things, whether BNL-Rome had been remiss in 
its supervision of the BNL-Atlanta branch. McKenzie continued to 

^(. . .continued) 

^ It should be noted that at this time, McKenzie had at least 
one report in her possession, the Carli Report of December 1989, 
that severely criticized BNL*s internal controls. It is likely 
that she also had the Federal Reserve Board Report of August 31, 
1989, which had been finalized sometime in January. BNL*s own 
investigation resulted in the Petti Report, which similarly 

oonoludad BNl.*s een^rela wara dafieian^. 
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tak« tha position that BNL-Rona had boon diligant in Monitoring 
BNL-Atlanta's parforaancs. 

In ^is connactioni Urganson mat with Fsdaral Rasarva 
raprascntativas on March 22 to raviav tha raport of tha Fadaral 
Rasarva *s August 1989 axaaination of BNL-Atlanta. Tha raport 
confiraad that BML-RoMa had baan dacaivad by Drogoul*s activitias, 
but it did not support tha USA0*s dataraination that tha parant 
bank had baan diligant with raspact to intamal controls Tha 
Fadaral Rasarva suggastad that ”[a] aora aggrassiva intamal audit 
and control program would hava aidad in uncovaring tha unraportad 
and apparantly unauthorizad transactions” and pradictad that a 
soon-to-ba-ralaasad axaaination raport froa tha Bank of Italy would 
assart that ”BNL officials in Roaa and around tha mrld wara 
knowladgaabla of and partieipatad in [tha] transactions.” (Unifom 
Raport of Exaaination for Branchas and Agancias of Foreign Banking 
Organizations, with axaaination data as of August 31, 19S9.) 

Tha aaatings in Atlante eauaad Urganson ko dafsr ths 
ratum of a prpposad Indictaant until furthar invastigation was 
conductad.^ Urganson raquastad that tha USAO subait a prosacution 


Tha Fadaral Rasarva found that ”BNt lacked any credible 
controls and procedures that would limit and monitor the 
activities of its branches” and that ”supervision of [the 
Atlanta] Agency by [the] parent bank's head office and North 
American aanageaent in New York was unsatisfactory and 
ineffective.” (Uniform Report of Examination for Branches and 
Agencies of Foreign Banking Organizations, with examination data 
as of August 31, 1989.) 

^ Among other things, Urgenson suggested that, at some point, 
the USAO should ”lock in” testimony of important witnesses 1^ 
calling them before the Grand Jury. 
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nemoranduB — a routina practica in coaplax casaa — on tha factual 
and legal issues involved in tha proposed prosecution. USAO and 
DOJ agreed that the case against certain Iraqis was strong enough 
to warrant including them in an Indictment. 

These foregoing steps were discussed with Rulcstele, and 
he agreed that they should be undertaken. Again, I do not think 
that there was a plan to delay or suppress a prosecution. 
Certainly there is not one paper, nor any testimonial evidence, 
supporting such a supposition. Indeed, my own experience teaches 
that the decision to defer an Indictment at this point continued to 
be the right one. 

D« The meactioB In Italy 

During the month of Kerch 1990, officials of BNL-Rome 
apparently grew apprehensive that USAO's view of BNL as a victim 
would not prevail. They thus embarked upon a strategy to persuade 
officials in the U.S. government that it was inadvisable to indict 
BNL.^^ 

On March 6, Prime Minister Andreotti apparently met with 
then U.S. Attorney General Richard M. Thornburgh ("Thornburgh”) to 
discuss a broad range of issues relating to Italy and the United 
States. At the end of a lengthy memorandum briefing Thornburgh in 
advance of that meeting, Dennis summarily reviewed the status of 


BNL-Rome representatives noted that it was evident that the 
strategy of cooperating with the prosecutor was "losing its 
weight" and that instead they should exploit "access to high 
political levels." (Italian Weekly Report, entry dated March 23, 
1990.) 
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thm BHL invMtigation. 

' Two WMta latar, at a Whita Houma mocial occaaion, 

Italian Anbamsador Patrignani apparantly told Thornburgh that an 
Indictnant of BNL would "add inault to injury" and would not ba 
"undaratood" in Italy, bacauaa BNL warn an organ of tha Italian 
govamaant.^ (Italian NaaUy Raport, antry datad Narch 21, 19900 
Thornburgh haa no racall of any much diacuaaion, and in any caaa, 
raj acta tha auggaation that anyona in tha Adniniatration avar 
approachad hia to influanca in any way tha conduct of criainal 
invaatigationa*’^ (Dapoaition of Richard M. Thornburgh, Dacaabar 
3, 1992, at 13-140 

On March 30, 1990, tha Bank of Italy concludad ita 

invaatigativa raport and aant it to tha Padaral Raaarva in Naw 
York. Tha raport waa conaiatant with tha Padaral Raaarva'a 
findinga on tha inadaquacy of BNL' a controla and rafarrad to "tha 
poaaibility that BNL' a top Ranaganant and Haad Offica nay hava 
known of tha Atlanta branch 'a irragular oparationa," but it did not 
fulfill tha Padaral Raaarva 'a pradiction that tha raport would 


^ On March 17, Patrignani alao mmt with Dannia, Ridiard and 
Robin Roam, Chiaf of Staff of tha Attomay Ganaral'a Offica, 
praauRably to diacuaa tha BNL nattar. 

Attomay Ganaral Milliaa P. Barr alao atatad that from tha 
pariod baginning in May, 1990 (whan ha bacna Acting Daputy 
Attomay Ganaral) and tharaaftar, no parson fros any U.S. 
govamnant dapartaant or agancy outaida tha DOJ auggaatad or 
inatructad hia to handla tha BNL invaatigation in an 
inappropriata way, to dalay tha procaaa or to ahiald any 
individual or antity froa invaatigation. (Dapoaition of 
Attomay Ganaral Barr, Dacaabar 2, 1992, at 19.) Nr. Barr 
also maid that ha navar augoaatad to Nuallar that tha casa 
ba handlad in any inappropriata way. f id, at 20.) 
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implicate BHL-Rome officials. The BanX of Italy report concluded 
that while managers outside Atlanta had not executed the scheme, 
the unauthorized loans were made "within an organizational 
framework of structurally inadequate controls on the activities of 
the North American branches," and that, in particular, "the 
procedures for monitoring the account books, which was the 
responsibility of [an] internal auditor. • . were inadequate." 
(Translation of Banca d* Italia Report on BNL-Atlanta, undated 
(conveyed with March 30, 1990 letter).) 

B* The Presec wtioB MemoreBdiimi gpxlliq..lf9Q 

In response to DOJ*s request, McKenzie and Rukstele 
drafted a comprehensive Prosecution Memorandum that was delivered 
to DOJ in late April, 1990. The Memorandum evidenced McKenzie's 
intent to prosecute the five previously named BNL-Atlanta 
defendants — Orogoul, Fiebelkom, Barden, DeCarolis, and New — as 
well as Pierre Orogoul,’^ Entrade and its employee Tezeller, and 
the following six Iraqis: Taha, Ali, Toma,^ Rasheed, Al- 
Dulaimi,^ and Al-Habobi. It made no mention of prosecuting 


^ Christopher Orogoul *s father, Pierre Orogoul, was identified 
as instrumental in facilitating kickbacks from Entrade to Orogoul 
and Von Wedel, and as having an interest in, or an executive 
position with, some of the companies receiving "off-book" funding 
from BNL-Atlanta. (M>ril Pros. Memorandum at 8.) Pierre 
Orogoul 's name was brought up occasionally by the prosecutors as 
a possible defendant, but he was not included in the final 
indictment. 

Abdul^ad Petraus Toma was a CBI official who co-signed with 
Raja Hassan Ali for the third tCTL for $500 million. 

^ Ahmed Al-Oulaimi was, at the time, the Under Secretary of 
the Iraqi MIMP. 
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Rafidain Bank, which was ultlaataly Includad in tha Xndictaant, 
CBI, or BML-Robo. It rafarrad briafly to Hafal Dajani, a Jordanian 
businessman, but did not expound upon his role in the illegal 
transactions.’’ It also did not mention Metrix Churchill 
Corporation ("MCC”),’^ because the prosecution had decided that 
examination of the consulting fees paid to NCC vere part of the 
investigation's "second phase,” and that any charges relating to it 
would not be included in the initial Indictment. (April Pros. 
Memorandum at 50.) 

In the April 1990 Prosecution Memorandum, McKenzie set 
forth some of her reasons for not including BNL*Rone among the 
proposed defendants. Noting that "Federal Reserve Examiners who 
have become totally familiar with all aspects of the BNL-Atlanta 
illegal operation since detection cannot, in retrospect, assure 
that even a full Federal Reserve Examination vould have detected 
the scheme,” (April Pros. Memorandum at S4), she reasoned that the 
work product of the several internal and exte^ml auditors vould 
make it very difficult to prove BNL's culpability under the lav. 

McKenzie also emphasized the policy reasons favoring the 
BNL "victim" theory: that the defendants vould receive higher 

” The April 1990 Prosecution Memorandum also discussed the 
second phase of the investigation, in vhich NcKCnsie contemplated 
charging entirely different defendants vith additional Counts. 

** NCC, baMd in <Niio md a subsidiary of O.X.-basad Natrix- 
Churchill Ltd., vas part of the Iraqi arms procurement netvork 
and acted as a paid consultant or broker vhile finding U.8. 
contractors to construct industrial plants in Iraq. (filR MjSUi 
U.S. Treasury/UCSC Investigation Report dated February 12, 1990 
(Interviev of Von Medal).) BNL-Atlanta apparently provided 
financing for the plans pursuant to the NTLs. fid. I 
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sentences under the Federal Sentencing Guidelines if BNL were 
treated as a victim; and that otherwise, the roles of Tezellar, 
Entrade and the Iraqis would be ignored because the only misconduct 
uncovered in the investigation was their participation in the fraud 
against BNL. (April Pros. Memorandum at 94-95.) 

The Memorandum also discussed at length the Iraqis* 
complicity in the lending scheme. As evidence both of their 
complicity, and as further evidence that BNL-Rome was a victim, the 
Memorandum pointed to the efforts of Drogoul and the Iraqis to hide 
the scheme from BNL-Rome. It cited as an example the meeting 
between Drogoul, Von Wedel and Teodoro Monaco, a BNL-Rome 
representative, in Baghdad. Drogoul had suggested that Monaco and 
Rasheed meet **in an effoi^ to reopen contact between the Iraqis and 
BNL.” Rasheed, who was heavily involved in transactions with 
Drogoul, purportedly lamented the fact that BNL did not engage in 
any lending to Iraq without full collateralization. (April Pros. 
Memorandum at 47-48.) 

Notwithstanding the very substantial effort the April 
1990 Prosecution Memorandum reflected, the Fraud Section personnel 
in DOJ still were not convinced of BNL-Rome*s status as a victim.’^ 
The sheer size and number of the **off-book” transactions, and BNL- 
Atlanta's need to deal with international money brokers to borrow 
funds for these transactions continued to leave Urgenson and Clark 
concerned that an Indictment on the **BHL as victim" theory would 

Although Urgenson apparently was not certain that BNL-Rome 
was truly a victiMi he did concede that such an analysis might 
ultimately prove correct. 
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fail at trial. 

Urgenson and Clark also vera concerned that the 
defendants might assert they had engaged in the scheme to improve 
the profitability of BH]>Atlanta — and of BNL as a whole -- by 
making a much larger number and volume of loans than could be done 
under BNL's official guidelines. If the defendants could point to 
early indications of unauthorised lending that arguably should have 
been detected by BNL's senior management, they could claim that 
BNL's failure to halt the scheme evidenced authorization. Urgenson 
also thought that, in light of the fact that BNL was o%med by the 
Italian government, the defense might assert that the "off-book" 
lending scheme had been designed by the Italian government to 
maintain economic relations with Iraq. 

The USAO, however, responded by noting that Drogoul still 
had not named anyone at BNL-Rome who had authorised what he had 
done, and that the "off-book" transactions by BNL-Atlanta were so 
s^ruo^urad suspioiona would no^ havo boon areuaad. Thay also 

contended that the losses on the "grey book" lending were so large 
and so predictable that no bank would have taken the risk, 
particularly given Iraq's bad credit rating and the small interest 
rate spreads and minimal fees involved in the lending. 

In the end, DOJ and the USAO could not come to terms with 
one another, and the DOJ attorneys suggested that a revised 
Indictment be drafted by the USAO. They also suggested that the 
USAO theory that the "off-book" loans were not profitable be 
investigated more thoroughly, and that Drogoul 's superiors in BNL- 
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N«v York and Rona ba callad bafora tha Grand Jury. In light of tha 
vary dlffarant viavs hald by thaaa two groups of caraar 
prosecutors, and thair conflicting thaorias about tha avidanca 
gathered to data, it would have bean unsound to have sought an 
IndictBsnt at that point. 

r. The iBvastiaationt aBrina and Bu—ar iffO 

In tha lata Spring, as tha Task Force in Atlanta 
continued to develop and pursue leads in its investigation, Clark 
continued to question tha progress of tha investigation. Ha 
understood that only one witness had testified bafora tha Grand 
Jury, even though ha and Urganson had urged earlier that the 
witnesses be put bafora tha Grand Jury to lock in thair testimony. 
Ha also understood that tha USAO had not interviewed any of BNL's 
internal auditors. (Memorandum from Clark to Greenberg and 
Urganson, dated May 9, 1990.) Clark believed that pursuit of these 
leads would affect the USAO* a analysis of idiether individuals in 
other BNL offices knew, or should have known, about the scheme. 
His position, of course, reflected D0J*s long*-held skepticism about 
the USAO theory. 

In May 1990, representatives from the DOJ and the Task 
Force, including Richard, Urganson, Rukstele, NcXensie and Wade, 
net with State Department and NSC officials, including Nicholas 
Rostow, Special Assistant to the President and Legal Advisor, NSC. 
The purpose of the meeting was to keep the Intelligence Community 
informed of the status of the BNL case. (Partial Attendance List 
of White House Meeting, dated May 29, 1990.) 
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During th« Sumer of 1990, McKenzie vae drawn froa the 
case to focus on the retrial of another caaie she had been handling. 
The Task Force continued its investigation, drawing intemittently 
on McKenzie's advice and assistance. In early July, Rukstele 
provided Richard and Urgenson with a written status report, in 
which he noted that USAO had agreed to prepare another draft 
Indictnent and a Prosecution Menorandun. 

a. The centin uinq Pebatet ARtUMR 1999 

In Septenber 1990, Italian Anbassador Petrignani renewed 
his efforts to convince DOJ and the Atlanta investigators that BML- 
Rone was not culpable. On Septeeber 21, several representatives 
froB DOJ and the Task Force, including Urgenson, McKenzie and Wade, 
Bet with the ABbassador, Senator Carta (ehairean of the Italian 
Senate CoBBittee investigation) and Professor Zanelli (counsel to 
the Italian CoBBittee). Petrignani is reported to have asserted 
that "BNL was the victiB of a terrible fraud” and that the 
"rsputation of BHL was of great isportanee as the Italian State is 
a Bajority o%mer.” (MsBorandUB froa Daniel Lippean, Office of 
International Affairs (”OIA”), to Drew Arena and Richard Owens, 
dated Septenber 21, 1990.) 

On October 8, Greenberg prepared a letter to CIA General 
Counsel W. George Janeson (”Janeson”), reguesting that the CIA 
search for infomation regarding the CIA's relationships with 
certain individuals and entities and whether BNL funds were used 
directly or indirectly for the purchase of iaplesents of war or 
dual use itens that could be used in the Banufacture of inpleaents 
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of war. (Lattar froa Graanbarg to Jaaaaon, datad Octobar 8, 1990.) 

In addition, tha controvarsy batvaan USAO and OOJ about 
tha USAO *8 prosacution thaory intanaifiad. In aarly October, 
raprasantativaa of DOJ and tha USAO invaatigativa teas, including 
Muallar, Richard, Urganaon, Graanbarg, Clark, McKanaia and Paul B. 
Maloney ("Maloney”) , held a aaating to diacuaa, among other thinga, 
whether BNL had banafittad from tha landing tranaactiona to Iraq, 
a point which waa fundaaantal to tha USAO proaacution theory. 
(Handinrittan notaa of Octobar 2, 1990 aaeting.) 

In fact, it appaara that aarly on tha "off-book" and 
"akippad" loana ware quite profitable.^ Por aicaiqila, in 1988, the 
Chicago and Loa Angalaa aganciaa of BNL earned approximately 
$250,000 and $600,000, raapactivaly, while Atlanta netted $3 
million. (Ex. 16 at 54.) Thua, if tha loana had bean paid on 
achadula, "tha achama could have draatically raiaad BNL 'a 
profitability." (Memorandum from Clark to Urganaon, datad Dccanbar 
1, 1990.) Thia could have provided a faaaibla thaory to charge 
BNL* a officara aa wall aa tha bank itaalf. 

The USAO also aant a new draft Indictment to DOJ in 
October. Thia axtanaiva draft charged tha five BNL-Atlanta 
amployaaa; Tazallar and Entrada; Taha, Raahaad, Ali and Al-Habobi ; 
and CBI and Rafidain Bank. Tha cover latter conveyed tha USAO 'a 
expectation of including two additional Iraqi individuala in tha 


^ Italy impoaaa capital limita and credit atandarda on banka, 
which limit tha number, type and length of loana that a bank can 
lawfully make. (January 1990 Proa. Memorandum at 63.) 
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forthcoming Prosecution Memorandum, neither of whom was ever 
added 

Thereafter, Clark and Taylor vent to Atlanta and reviewed 
documents. Clearly, a principal concern of both offices at this 
point was putting to rest any remaining doubts about BNL's status 
as a victim of the fraud. The care with which these tasks were 
designed and performed is evident in the lengthy October 
Prosecution Memorandum I have reviewed. It carefully established 
the point that to hold the corporation criminally liable for 
illegal acts of its employees, there must be an intent to benefit 
the corporation. The Memorandum also analyzed the sovereign 
immunity issues involved, because it was recognized that the two 
banJcs it was proposed to indict, CBI and Rafidain Bank, would 
likely be considered agencies of Iraq. 

With both DOJ and the USAO determined to put to rest the 
question whether BNL->Rome had been defrauded, Clark reviewed the 
October Prosecution Memorandum to focus on those features that, in 
his view, undermined the theory. Clark listed the following 
factors: 

(1) BNL-Rome was on actual notice of repeated 
violations by BNL-Atlanta, but did not follow 
through as would be expected: (2) BNL 
Corporate should have detected the violations 
in other ways, particularly from the very 
active money desk: (3) the sources, extent, 
enforcement and terms of BNL*s prohibition on 


^ The letter also noted that they expected to obtain the 
cooperation of Gordon Cooper, Vice President and Chief Executive 
Officer of MCC, in providing evidence against the Iraqis. The 
prosecutors obtained formal use immunity for Cooper, in exchange 
for his complete cooperation. 
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various acts sngagad in by BNL-Atlanta was not 
given; (4) it would have been highly unlikely 
for BNL-Atlanta to control all three areas of 
lending ^ funding (money desk) and internal 
audit; and (5) the scheme could have 
drastically raised BNL*s profitability if the 
loans themselves were repaid on schedule or 
BNL may have been able to build its book of 
earning loans without holding the required 
capital required by Italian law. 

(Memorandum from Clark to Files, dated November 1990.) 

In part, his comments appeared to stem from his 

examination of certain Federal Reserve documents, in which he 

/ 

discovered information and leads that were new to him, and which 
raised still fur^rar questions about the knowledge and involvement 
of BNL management outside Atlanta.^ His review of the documents 
also led him to conclude that there were still significant leads 
that needed to be pursued, specifically regarding the internal 
auditors and their reports,*^ Guadagnini*s relation to Drogoul, and 
Guadagnini*s position at Entrade.^ In effect, as Clark pored 


^ He was particularly troubled because he believed that USAO 
had not given him all of the pertinent documents. 

Ono of ths documsnts Clark road msmorializsd tho Fadsral 
Reserve's review of the auditors' workpapers for the 1988 and 
1989 BNL-Atlanta audits. These materials revealed that the BNL 
auditors had uncovered a "serious lack of controls and 
segregation of duties and evidence of substantial mismanagement. 
(Memorandum from Clark to Urgenson, dated November 13, 1990, 
citing Memorandum from Kennedy to Kelley, dated October 16, 

1989.) Clark apparently was surprised because he thought that 
the Task Force had reviewed all of the internal and outside 
auditors' reports and found them satisfactory, as the USAO had 
indicated in its April Prosecution Memorandum. 

^ Clark also learned from the Federal Reserve documents that 
Maggi, one of the BNL-Atlanta informants, had stated that Drogoul 
had attributed the practice of taking loans off of the books to 

(continued. . . ) 


61 



404 


through the Federal Reserve documents, it is possible that he was 
discovering what Drogoul had referred to, in his statement to his 
lawyers later made available to USAO, as **telltale signs'* that were 
all over the branch and in its records*^ (Ex. 16 at 55.) 

Upon reviewing this new information, Clark also began to 
doubt whether BNL-Rome officials had cooperated fully with the Task 
Force, as McKenzie had insisted.^ He noted that New York Federal 
Reserve Examiner Walter Zunic had asserted that early on, BNL 
refused to permit McKenzie to interview Monaco, Alvisa and Florio. 
(Memorandum from Clark to Urgenson, dated November 13, 1990.) In 
fact, two of the interviews actually took place# but Clark's point 
was valid: it appeared to him that BNL-Rome selectively offered 
cooperation. 

In the meantime, the officers at BNL-Rome continued to 
assert their ignorance of the scheme. In the presence of McKenzie, 


^ • continued) 

Guadagnini. With the information I have available today, it 
appears to me that Maggi misinterpreted a comment made by 
Guadagnini to Drogoul. I can appreciate that at the time, Clark 
might have found this information startling. Clark also learned 
that after Guadagnini' a retirement from BNL, Guadagnini became a 
Director at Entrade. (Memorandum from Clark to Urgenson and 
Greenberg, dated Novsmber 13, 1990; Ex. 14 at 49-50.) 

^ For example, Maggi had stated that the "grey book” letters 
of credit were coded with a ”2” prefix, which Clark believed 
raised the question of ”why BNL's auditors — or the examiners — 
did not detect such an obvious signal to BNL auditors.” 
(Memorandum from Clark to Urgenson and Greenberg, dated November 
13, 1990; Ex. 16 at 95.) 

^ Urgenson previously had commented that ”BNL's presentations 
to American and Italian investigators have been marked by 
'manipulation and self -protect ion' on the part of BNL, and their 
conduct was 'not as good as they think.'” (Memorandum from 
Urgenson to file, dated May 2, 1990.) 
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BKL*8 attorneys Intsrvievsd Pedde by telephone at his hone in 
Italy* Pedde not only denied knowledge of the scheme but asserted 
’’that there was absolutely no truth to the luisubstantiated rumor 
that the BNL-Atlanta scheme was set up by BNL-Rome to fund the 
Italian Socialist Party (Memorandum of Movember 20, 1990 Pedde 
Interview* ) 

In spite of the repeated assurances by BNL officials, 
Urgenson was "not yet convinced * • • that BNL was an unwitting 
victim, and that there was no involvement, authorization or 
condonation of the illicit activity by BNL personnel outside the 
Atlanta Agency * * **" (Memorandum from Urgenson to Maloney, dated 
November 29, 1990; see Aisfi Memorandum from Urgenson to Mueller, 
dated November 30, 1990*) Before approving Atlanta's prosecution 
theory, Urgenson wished to be completely assured that each 
investigative lead pointing to an involvement of BNL management 
outside Atlanta had been pursued, and that the USAO prosecutive 
theory would stick. 

Urgenson noted that part of the difficulty they were 
experiencing in this regard was "the virtual absence of any hard 
probing of BNL New York or Rome personnel • • • • " (Memorandum from 

^ The U.S* Treasury attache in Rome previously had suggested 
that the profits from the BNL-Atlanta agency's extensions of 
credit had been "earmarked for the Italian Socialist Party in 
accordance with an apparently 'institutionalized' practice of 
illicit political financing derived from the division of 
stewardship of the various publicly-oimed [Italian] institutions 
between various political parties*" (Memorandum from Clark to 
Urgenson and Greenberg, dated November 13, 1990, citing New York 
Federal Reserve Memorandum from Dacey to Spindler, dated October 
16, 1989.) 
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Urgenson to Maloney, dated November 29, 1990.) He decided, 

therefore, to send Clark and Taylor to Atlanta to continue to 
review documents and investigate still further the evidence upon 
which U5AO rested its theory. Clark and Taylor acknowledged that 
their trip to Atlanta, and corresponding analysis of the 
investigation, came **at a time when it is uncertain whether a state 
of war will soon exist with Iraq, [which] will without question 
subject the Department to the highest degree of scrutiny by the 
national and international media and by the Congress. The 
Department's decision making process will be as open for comment as 
our conduct before and during trial." (Memorandum from Clark and 
Taylor to Urgenson, dated December 1, 1990.) 

B. The final staaei JMuarv amd February 1991 

On January 3, 1991, members of an Italian investigative 
delegation travelled to Atlanta and met with Lippman, McKenzie, 
Wade and Clark, among others.^ (Memorandum from Lippman to Arena, 
January 7, 1991.) Profassor Enrico Zanalli, a maabar of hha 
delegation, asserted that while the Italian Committee had no 
evidence that anyone at BNL was involved in the unauthorized loans, 
BNL officials in Rome and New York may have been negligent. 


^ This meeting had been planned in mid-October, irtien Urgenson 
received %rord that McKenzie wished to meet with Dr. Montaldi, of 
the Tribunal of Rome. McKenzie is reported to have been anxious 
to assist Montaldi, but noted that the case had proven far more 
complex and in some respects considerably different than it had 
originally appeared. (Undated Letter from Worlow to A1 Dott 
Raffaele Palmieri, "Direttore, Ufficio XI A. P., Ministero di 
Grazia e Guistizia"*) According to Worlow, McKenzie believed 
that Dr. Montaldi 's request to meet was "based on certain 
understandings about what transpired in Atlanta that have now 
proven to be incorrect • • • " (IdL) 
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(Mraorandua froa Lippun to Arena, dated January 7, 1991.) Carta 
expressed skeptlcisa that only BNL-Atlanta was involved in the 
scheme. (JUL) It does not appear that the Italians' opinions, 
however, influenced McKensie's adherence to the "Rome as victim” 
theory of an Indictment. 

A week later, on January 11, 1991, Brill, McKenzie, 
Rukstele, Alexander and Wade held a meeting with Urgeneon, Clark 
and Taylor, at which the USAO again sought to persuade DOJ that 
BNL-Rome should be treated as an unwitting victim. The USAO 
reiterated its position that the fraud theory rested upon the 
clandestine nature of the transactions, the personal gains to Von 
Wedel and Drogoul, and the likely effect of harm to BNL-Rome. 
(Memorandum of Outline of Fraud Section meeting, dated January 11, 
1991.) The USAO prosecutors believed that proceeding with this 
theory would permit them to pursue the prosecution of other 
critical entities such as the Iraqis, Entrade and Dajani. (l^L.) 
In addition, they indicated that the theory made sense in the 
context of the government's "national security concerns”^ and the 
concerns of the public and Congress that an Indictment in the case 
was long overdue, f id. I 

Clark was not convinced. Once again, he directed his 
comments to the adequacy of the proof. He observed that the facts 
"provide a less than adequate basis upon which to prove the 


By early January, President Bush had suceessfully built a 
coalition against Iraq that included both Italy and Jordan, and 
the U.S. threatened to invade Iraq if it did not retreat from 
Kuwait by January 15, 1991. 
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requisite intent on the part of the Iraqis and the lower-level BHt 
personnel and put into question whether the evidence against 
Drogoul is sufficient to show that, with the exception of the 
^trade transaction, he intended to defraud his e^loyer." 
(Meeorandua from Clark to Vrgenson, dated January 11, 1991.) 

Three days later, Hueller assigned Clark to rewrite the 
Prosecution Menorandua and the draft Xndictnant. On January 2S, 
Clark travelled to Atlanta to help the prosecutors investigate the 
extent of knowledge held hy BNL officials outside of Atlanta and to 
put najor BNL witnesses before the Grand Jury.** Clark sat in the 
Grand Jury room and then a week later, reported to Urgenson that 
USAO had achieved the "prlaary objective" of locking in Orogoul's 
superiors' testinony that they had not authorised Drogoul *s 
transactions with Iraq. (Mnorandun froa Clark to Organson, dated 
January 31, 1991.) Clark also said that the adequacy of BHZ.'s 
nanagenent and auditing controls had been explained sufficiently to 
preclude criainal liability of BNIcSoae. (Naaeraiidua froa Clark to 
Urgenson, dated January 31, 1991.) 

The following day, however, Clark's doubts were rekindled 
when he learned of an article that had been published on February 


** McKenzie had requested of BNL's counsel that the following 
former BNL officers voluntarily testify before the Grand Jury: 
Pedde, Nesi, D'Addosio, DiVito, Constantini, Bonaaici, Florio, 
Monaco, Loabardi, Messers and a aeaber of BNL's Board of 
Directors and executive Coaaitteo. (Letter froa McKenzie to 
Walter Driver, Jr. and Kirwan, dated January 30, 1991.) 
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20, 1988 in Ba«t Keonnmic Dlo««t ("UEES")>** Th« article 
indicated that BMI>Atlanta had charged the Iraqis a very generous 
rat« for financing import transactions — just 1/16 parcant abova 
LIBOR — and that BNL had baan laft highly axposad to Iraqi risk. 
Moraovar, it assartad that BNL had agraad to continua to provida 
financing to Zraq.^ Clark vondarad vhathar tha articla, than 
almost thraa yaars old, should hava alartad individuals at BNL to 
tha Atlanta schama. Ra notad that *no systamatic affort has baan 
mada to datarmina who at BNL->Roma was awara of tha articla.”^ 
(Mamorandum from Clark to Films, datad Pabruary 1, 1991.) 

On January 28, Urganson sant to Nuallar an axtansiva 
Prosacution Mamorandum prasanting tha Fraud Saction*s analysis of 
tha USAO's draft Indictment • Tha Fraud Section redrafted tha 
Indictment to shorten and raorganiza it, but proposed tha same list 
of defendants as tha USAO had proposed: the five BNL-Atlanta 
employees, Entrade and Tezeller, the Central Bank of Iraq and 
Rafidain Bank, and four Iraqi individuals, including Al-Habobi, tha 
Chief Executive Officer of both NCC and Matrix Churchill, Ltde Tha 


^ It is of interest that the first of the Iraqi/BNL-Atlanta 
MTL Agreements was executed on February 22, 1988. 

^ Notably, tha MESD article discussed BNL financing only in 
tha context of CCC guarantees, and not in tha context of the MTLs 
or other loans. 

^ A few days later, Clark asked DiVito ifhathar ha had knom or 
heard about tha article from a^loyaas at other banks. DiVito 
denied knowing anything about the ifSEB article, noting that early 
in 1988, BNL was in the midst of "great retrenchment" which may 
hava resulted in BNL's "cutting itself off from routine exchanges 
with officers at other banks." (Memorandum from Clark to Files, 
dated February 5, 1991.) 
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Indictment as reworked by the Fraud section represented a 
considerable organizational improvement, but Z find nothing to 
suggest that the Fraud Section's redraft was intended to exert any 
influence on the USAO's judgments about who should be named. 

The January 1991 Prosecution Memorandum reflected 
continued consideration of MCC and MCL. It also questioned, as had 
the US AO, the ability to obtain jurisdiction over the two Iraqi 
banks, but concluded, as had the USAO, that there was no 
insurmountable "sovereign immunity" hurdle to pursuing their 
Indictment. (January Pros. Memorandum at 55). The Prosecution 
Memorandum also considered the basis on which defendants night rest 
a defense that the conduct was authorized.^ (January Pros. 
Memorandum at 59ff.) Obviously, however, the prospect of this 
defense was no longer an obstacle to indictment based on the USAO 
prosecution theory, because the DOJ, having heard the Italian 
witnesses before the Grand Jury, at last was prepared to endorse an 
IndictUDsnl; that did not inoluda BHZ«. 

Z. th. Indiafmt 

The days immediately prior to the return of the final 
Indictment saw a fluid list of defendants. At one point, according 
to McKenzie, Clark proposed preparation of a draft "global” 
Indictment that included everyone the USAO had considered, even 


^ The defense could be based on: (1) BML-Mome's failure to 
stop the scheme upon early indications of "off-book” loans and 
borrowings; (2) the Geneva Agreement between BNL-Rome and Iraq 
(supporting a claim of prior authorization) ; and (3) BNL*s 
failure to follow up on the unsecured loans Guadagnini had 
detected. 
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tho8« against whoa thara was insufficiant avidanca to indict. Tha 
list grav to includa Wafai Dajani and tha MIMP, but they vera 
raaovad as dafandants a fav days latar at a Fabruary 13 aaating of 
McKansia, Alaxandar, Brill, Clark, Urganson and Kuallar.^ At tha 
Fabruary 13 aaating, tha possibility of dropping tha Cantral Bank 
of Iraq was discussad but not dacidad. (Maaorandiia froa Brill to 
Fila, datad Fabruary 14, 1991.) It is iaportant to raaaabar that 
by now, tha Unitad Statas was at war with Iraq. Brill notad that 
tha Stata Dapartaant did not want CBI indictad, whila tha USAO 
still did. 

Nuallar subsaquantly askad tha Dapartaants of Traasury, 

Oaf ansa and Stata, Exiabank, and tha Fadaral Rasarva for thair 

viaws on indicting CBI and Rafidain Bank. Thay raspondad with a 

joint aaaorandua supporting Indictaant of Rafidain, but opposing 

tha Indictaant of CBI.^ As axplainad in thair aaaorandua: 

— Tha indictaant would sat a pracadant for 
tha assartion by foraign statas of criainal 
liability on tha part of tha USG and its 
agancias. Ifa would vigorously assart 
sovaraign iaaunity in such a setting, and 
would not agraa that wa should subsit to tha 
jurisdiction of a foraign criminal court in 
order for that court to datarmina whether tha 


^ Fiabalkom and Haw ware dropped because thay had negotiated 
plea agraaaants in exchange for thair cooperation with tha 
govammant*s investigation and prosecution. New pleaded guilty 
on March 6, 1991; Fiabalkom on April 3, 1991. 

Throughout tha investigation, tha prosecutors had treated 
CBI and Rafidain Bank in a virtually identical manner. Since 
both are wholly-owned by Iraq, thay ware both considered to be 
"agencies of a foraign govammant,” and thus "sovaraign” for 
purposes of international law. (October 1990 Pros. Memorandum at 
118.) 
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us agency's actions vers "coDmercial". We do 
not want to encourage foreign states to 
address conplaints regarding allegedly 
crininar action by US agencies through their 
courts rather than diplomatic channels. We 
would not be able to confine the precedent to 
the facts of a particular case — in fact, the 
links between the US6 and the Federal Reserve 
System, the Export-Import Bank, and several 
other entities for which we would assert 
sovereign immunity from foreign criminal 
jurisdiction might be viewed by a foreign 
court as weaker than the link between most 
central banks and their states. 

Forfeiture of a central bank's assets 
could similarly be cited as a precedent by 
foreign states to justify an attempt to attach 
or seek forfeit\ire of the substantial assets 
of various US6 agencies, including the Federal 
Reserve System and the Department of Defense, 
located outside the U.S. 

(Memorandum from Jeanne Archibald, General Counsel, Treasury 
Department; Hart Fessenden, General Counsel, Export-Import Bank; J. 
Virgil Mattingly ("Mattingly"), General Counsel, Federal Reserve 
System; Terrence O'Donnell, General Counsel and Director, 
Department of Defense; and Edwin D. Williamson, Legal Adviser, 
Department of State, to Mueller, dated February 25, 1991.) 

The prospect that Indictment of CBI could invite 
retaliation against the Federal Reserve, particularly in light of 
the onset of the Persian Gulf War, was regarded as an appropriate 
basis on which to drop CBI. Although the USAO continued to believe 
that CBI should be indicted because its conviction would permit 
forfeiture of substantial assets, it was precisely this possibility 
that supported the position of the other Executive Branch 
departments and agencies that CBI should not be indicted. This was 
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the only decision nade by the DOJ as to who should be included in 
the Indictment. 

J. Omissions From The Indictment 

On February 28, 1991, a 347-count indictment was returned 
against the following defendants: Drogoul, Barden, DeCarolis, 

Entrade, Tezeller, Taha, Rasheed, Ali, Al-Habobi and Rafidain Bank. 
The Indictment included counts of conspiracy, mail fraud, false 
statements, obstruction of Congressional proceedings, money 
laundering, tax evasion, crimes relating to the USDA, Trading with 
the Enemy Act crimes relating to Cuban sugar, tax evasion and 
counts seeking criminal forfeiture. The final Indictment bore no 
resemblance whatsoever to the initial drafts produced in October 
1989 and January 1990. It was substantially organized and more 
comprehensive and included Iraqi defendants as well as Rafidain 
Bank. It was the product of extended give and take, and some 
heated exchanges, between the USAO and the DOJ as these career 
prosecutors sought to return the strongest Indictment possible. 

Some have criticized the prosecution for failing to 
indict Wafai Dajani^ a Jordanian businessman who was affiliated 
with a company called Amman Resources. Specifically, allegations 
have been made that the State Department interfered with the 
prosecution because of Dajani’s alleged "close ties" to Jordan's 
King Hussein, who had sided with Iraq during the Gulf War.^ 

^ It is clear that McKenzie was aware of Dajani's rumored 
"connections" midway into the investigation, as she noted in the 
April 1990 Prosecution Memorandum that "Drogoul often referred to 
Dajani as being very powerful because he was 'the brother of the 
Prince of Jordan.'" 
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Dajani's company kept a ship in the Jordanian port of 
Aqaba to off-load grain from ocean-going vessels and package it for 
transportation to Iraq. Dajani and Drogoul first met in 1985 or 
1986 « when they were introduced by the Director General of the 
Iraqi Grain Board as Iraq was negotiating the terms and conditions 
for financing certain freight \inder the USDA CCC Program. (Ex. 16 
at 7) . Drogoul and Dajani began to establish what would become «an 
ongoing relationship.” (Ex. 16 at 10). In early February, Clark 
and the USAO decided to draft a "global” Indictment naming almost 
everyone they previously had considered, to see how it would work. 
In that draft the USAO included Dajani, although the USAO did not 
seriously plan to indict him, at least not in the first phase of 
the prosecution. Accordingly, his name was removed at a meeting a 
few days later. 

The prosecutors deny all allegations of State Department 
interference, and assert that their decision not to indict Dajani 
was solely their own. USAO and DOJ agree that at the time, they 
had insufficient evidence to indict him on a ”BNL' as victim” 
theory. (Asa October 1990 Pros. Nemorandumi January 1991 Pros. 
Memorandum.) They recognised that ”it was very clear that Dajani 
had worked assiduously and profited enormously as a middleman 
between Drogoul and the Iraqis,” but without cooperation from 
Drogoul to implicte him, lacked proof of his ooeplicity in a fraud 
against BML. Their evidence was piecemeal and of questionable 
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admissibility.^* The USAO sought to interview Dejani, but Dajani 
evaded these efforts. 

Until August 1992, Drogoul refused to implicate Dajani, 
firmly maintaining that Dajani had no knowledge of the illegal 
transactions. We now also know, as the USAO and DOJ could not have 
known in February 1991, that Dajani had offered Drogoul a 
consulting position through which Drogoul was paid $100,000 in 
1990-91. In any event, Dajani is an unindicted co-conspirator in 
the action. 

As 1 noted above, the USAO prosecutors also had 
considered indicting Al-Habobi, the Chief Executive Officer of MCC 
and MCL, as well as NCC and MCL themselves. In early February 
1991, McKenzie decided that the proposed Indictment of Al-Habobi 
was more significant than charging either MCC or MCL, because 
(1) MCC's assets had been frozen by the Office of Foreign Asset 
Control; (2) MCL had been almost completely divested of its Iraqi 
interests by a British agency; and (3) the new owners of MCL were 
non-Iraqi. The USAO attorneys concluded that there was no reason 
or law enforcement objective to be obtained by proceeding against 
either MCC or MCL because no additional Iraqi assets could be 
obtained by indicting either entity. This represents a significant 
departure from USA0*s April, 1990 prosecution theory which 
envisioned including examination of MCC in the investigation's 
second phase. Both the freezing of MCC's assets and the divesture 

A handful of telexes purported to demonstrate Dajani *s 
posture as a go-between, but the USAO had developed no means of 
proving that Dajani sent or received them. 
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of MCL occurrod aftor the April 1990 Proaacution Meaorandua was 
mrittan. 

In addition to tha criticin lodgad against tha USAO for 
failing to indict MCC, it also has baan allagad that tha 
prosacution dastroyad avidanca ralavant to KCC.^ I hava found no 
cradibla avidanca of prosacutorial vrongdoing in tha fom of aithar 
tha dastruction of avidanca or in tha dacision not to includa MCC 
as a dafandant in tha Xndictaant. Moraovar, sinca invastigations 
of tha activitias of MCC and MCL ara still in prograss, tha 
possibility of futura Indictmants cannot ba axcludad. (Maaorandua 
froa McKansia to Brill, datad Fabruary 6, 1992.) 

X. Baalvsis Of Tha ladictaaat 

Of graat significanca is that tha Xndictaant rasultad 
froa a caraful analysis of tha availabla avidanca and sworn 
tastiaony of nuaarous vitnassas bafora tha Grand Jury. Tha 
possibla rola of BML officars and antitias abova Drogoul*s laval 
was aaply invastigatad as tha Grand Jury haard froa prasant and 
foraar BNL officars and a^ployaas froa Maw York, Roaa, and 
alsawhara, who appaarad without grants of iaaunity. 

Although ona or aora aaaoranda indicata that as aarly as 
tha Spring of 1990, McKansia was anticipating tha ratum of an 
Xndictaant, a lapsa of 18 aonths batwaan dataction of tha schaaa 
and tha Xndictaant *s ratum raflacts postponaaant basad upon sound 


^ Thara also has baan soaa public confusion about tha 
possibility that USAO was using avidanca illagally saisad froa 
MCC in Clavaland. Zn fact, USAO had issuad a subpoana for tha 
saaa dbcuaants and obtainad thaa lagally, but with soaa daisy. 
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professional analysis, a major factor in which was the DOJ*s 
skepticism about the USAO*s treatment of BNL-Rome. This skepticism 
endured up until the time that the various BNL officials vent — 
one by one — before the Grand Jury. 

Ironically, it has been suggested in certain of the media 
that it was the DOJ, perhaps influenced by others in the Executive 
Branch, that first favored casting BNL as victim, perhaps for 
foreign policy or diplomatic reasons, and that it forced its view 
upon the OSAO. X have found absolutely no support for these 
reports. Indeed, the evidence is wholly* to the contrary. 
h. Should BNL Have Seem Indicted? 

At the outset of this discussion, X must confess to a 
preconception I held; that is, that a scheme so involved, and so 
massive in both amounts and number of transactions and persons and 
institutions involved, could not have escaped the attention of 
BNL's regional or Rome management and that, given the length of 
time it lasted (almost four years) , the scheme had to have the 
express or implied authorization, or tacit acceptance, of Drogoul's 
superiors in New York and Rome.^ Others, of course, have 
manifested the same belief, reflected, for example, in comments by 
many that Drogoul and his fellow players at BNL-Atlanta could not 
have carried out the scheme by themselves. 

1. The OBAO’s Aaelysis 

Documents reflect that, within a few months of the 


^ Indeed, some members of USAO*s Task Force originally felt as 
I did. (Sift Ex* 9 at 6.) 
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search, the USAO believed that it could fraae a prosecution .theory 
that BNL was a yictin of the fraud conitted by Drogoul and others 
within BNX«*Atlanta and by non-BNL entities, and that it was most 
unlikely that BNL officials in New York or Rone had known of or 
authorised Drogoul^s activities. (Sift Menoranduft fron McKenzie to 
R. Barr, dated October 31, 1989.) The USAO never discarded this 
perception of BNL's role. In fairness to that office, it Bust be 
said that in the many interrogations it conducted, not only of 
Drogoul, but of others, it always inquired into whether BHL in New 
York, Rone or elsewhere, knew of Atlanta's "off-bopk" and other 
concealed activities.^ 

In light of the publicity given, the issue, had the USAO 
submit to me in writing the reasons for its decision not to indict 
BNL and to treat it as a victim. Its response is included within 
its Analysis, (lift Ex. 14 at 34-72). I have carefully reviewed 
that response. It is consistent with, everything I have read in my 
review of the files :of the DOJ and other government agencies, and 
with what I have learned in the numerous depositions and interviews 
I have conducted. 

Supporting the contentions^ of the USAO are the many 
statements made by Drogoul prior to his taking the stand at his 
sentencing hearing, after having retained new counsel for the 
fourth time. In his earliest interviews with the USAO, Drogoul 
repeatedly asserted that neither the New York office of BNL nor the 

^ As I have described in detail above, I can state without 
reservation that it was the USAO and net the DOJ that first 
arrived at the "BNL is a victim" theory of the case. 
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Rom« office authorized hie Moff<*book" loan activities with Iraq, 
and he made clear, that he was responsible for the concealing of 
these loans from his superiors, internal and external auditors and 
regulators. (Meaorandun of August 10, 1989 Drogoul Interview; 
Neaorandun of August 28, 1989 Drogoul Interview.) 

In hundreds of pages of debriefing following his June 
1992 plea agreement, and^n handwritten and typewritten statements 

made available to the/USAO at that time, including his typed 

A ^ 

statement (Ex. 16), Drogoul^^dtiver onc^ point^ to an official at 

BNL-Rome and charged that anyone had Icnowledge or had authorized 

the wrongful activities in Atlanta, not even when his second 

counsel, Williams & Connolly, advised him not to withhold such 

information because it could be helpful to his defense. Indeed, 

not until his sentencing hearing, after he retained new counsel, 

did the story change. / 

Some excerpts of Drogoul 's statements follow: 

Drogoul made it quite clear that he had been 
responsible for the hiding of these leans from 
the main office and from the regulators.” 
(Memorandum of August 10, 1989 Drogoul 

Interview. ) 

He indicated that the New York Office of BNL 
was not aware of his activities, nor was the 
home office of BNL in Rome aware of his 
activities. Further, he indicated that before 
August 4, 1989, the Central Bank of Iraq had 
no Icnowledge that he was exceeding his 
authority, but should have Jenown that he was 
exceeding his authority after this. 

(Memorandum of August lO-ll, 1989 Drogoul 
Interview. ) 

At no time did Drogoul ever name anyone other 
than his officers and e^loyees at BNL-Atlanta 
who assisted, participated or actually knew of 
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his ^off book* and otharvisa allagadly 
unauthorizad activity. Throu^out his 
raprasai^ation by Williaas and Connolly, 
Drogoul always saintainad that no ona anyirhara 
authorisad, diractad, protactad or ancouragad 
his 'off book* activity. (Hanorandun of July 
29, 1992 Drogoul Zntarviaw.) 

According to tha Atlanta firm, Drogoul navar 
providad than with tha nama or namaa of any 
parson or parsons outsida BHL-Atlanta who 
author isad, asoistad, participatad, diractad, 
protactad, ancouragad or actually knaw about 
his activity at BHL-Atlanta than undar 
criminal invast igation. Both law firms urgad 
Drogoul not to hold back such information if 
it axistad. (NSmorandum of July 29, 1992 
Drogoul Intarviaw.) 

Z think Z can say straightforward that Z did 
not hava formal approval from tha Bank in 
Roma. . . . (Juna 2, 1992 Plaa Transcript, 
tastimony of Drogoul, attachad harato as Bx. 
21 at 60.) 

First of all, Z don't want to giva you tha 
imprassim that Z spoka to a parson in Roma 
and said, 'This is what Z am doing. A, B, C, 
D, E, P, G. Do you approva?' That navar 
happanad. Thara wara discussions, many 
discussions with pa^la, various pappla at 
diffarant lavals in Roma about ay activitias 
in ganaral, but nothing in particular. (Ex. 

21 at 64.) 

Tha Court: Was an^>ody at tha homa offiea of 
BHL a vara of your off-book sat-iqp? 

Nr. Drogoul: Z would hava to say thay wara 
awara — not spacifically, no, your honor, but 
Z would say thay wara awara wa vara doing 
businass in axcass of tha authorisad limits. 
(Ex. 21 at 85.) 

Drogoul navar told anyona outsida BHL-Atlanta 
tha natura and axtant of his 'off book, ' 
unauthorisad funding. (Hamorandum of Juna 19, 
1992 Drogoul Zntarviaw.) 

Drogoul advisad ha did not tall anyona with 
BHL-Roma about tha 'off book* transactions or 
about tha othar unauthorisad loans. 
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(Memorandum of June 23 , 1992 Drogoul 
Interview. ) 

Drogoul maid DeCarolis never told Rome about 
the ^off book* transactions and the overline 
situation. . . . Drogoul stated Decarolis 
never told Rome about the overline ^off book* 
amounts with Iraqi transactions and, in fact, 
repeatedly mislead rome regarding BNL- 
Atlanta's unauthorized Iraqi exposure. 
(Memorandum cf June 29, 1992 Drogoul 
Interview. ) 

Drogoul advised he never talked to the BNL rep 
about the ^off-book* operation at BNL-Atlanta 
because it was out of the question. 
(Memorandum of July 6, 1992 Drogoul 
Interview. ) 

Drogoul advised he did not tell anyone in the 
BKL organization about the off-book operation, 
slush funds, concealed falsely booked 
transactions, CCC \imbrella agreements, nor 
MTLs. Drogoul advised he did mislead and lie 
about the existence of the off-book 
operations, slush funds, concealed falsely 
booked transactions, losses, CCC umbrella 
agreements and MTLs to Monaco, Guadagnini, 
Sardelli, Messere and his staff, Russello, 
Campagniolo, BNL-London, BNL-Los Angeles, 
Laverone and Lombardi concerning the audit 
report reply. (Memorandum of July 6, 1992 
Drogoul Interview.) 

Drogoul advised many individuals in BNL knew a 
little something about Atlanta's business 
operations, however, they did not sit down as 
a group and put all of the pieces together to 
make any sense out of it or learn %diat Atlanta 
%ias doing. He does not believe anyone would 
have figured out that BNL-Atlanta had an 'off 
book' daybook operation .... (Memorandum 
of July 9, 1992 Drogoul Interview.) 

Drogoul advised that although the press and 
media say that officials in BNL-Rome had to 
have knom about his grey book or 'off book' 
operation, he had no conversation with any BNL 
official about the grey book. He stated that 
he never told anyone in the press or media 
that a BNL-Rome official was told about the 
grey book. Only personnel on his staff were 
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told about tha gray book and thara vaa no 
raaaon to diaeusa it vith anyona auch aa 
cuatoaara, bacauaa it would botch thinga up 
and gat -than caught. (Maaorandua of July 13, 

1992 Drogoul Zntarviaw.) 

Ha atatad that tha raaaon aoat paopla did not 
undaratand how $4.5 billion could ba concaalad 
waa bacauaa no ona avar aaw tha antira 
concaalaant. Nhan ha racaivad guaationa about 
a particular ovarlina or 'off book' aituation 
ha would of far a raaaonabla axplanation. 
(Naaorandua of July 13, 1992 Drogoul 
Zntarviaw. ) 

Howavar Drogoul did not know %fhat, if 
anything, anyona in top aanagaaant know about 
thair 'off book' oparation." (Maaorandua of 
Auguat 18, 1992 Drogoul Zntarviaw.) 

Zn addition, BNZ<-Roaa %rould hardly hava author isad 
Drogoul at BNXi-Atlanta to land aonay to tha Zraqia ao that tha 
Zraqia could uaa it to caah^collataraliia lattara of eradit at BNL- 
Roaa, which waa dona on aora than ona oceaaion. (Bx. 13 at 24-25.) 
Drogoul would borrow f roa tha aonay brokara and pay intaraat to 
thaa on tha funda ha waa landing to tha Zraqia. Thaaa funda would 
than go through tha Morgan Guaranty claaring account of BMXi-Atlanta 
to Iraqi accounta in ona of four banka in Maw York. Proa thara it 
would ba wirad ovaraaaa and furthar diaburaad until it finally cana 
togathar aa caah collataral that tha Zraqia would poat with BML- 
Rosa. BNL-Roaa, of oouraa, had to pay tha Zraqia intaraat on thia 
dapoait — lAAi.f^intaraat on ita own funda. Suraly WZi-Rona would 
not hava authoriaad thia.* 


* Nor can it ba aaid that BNIi-Room would hava authoriaad tha 
Bhtrada tranaactiona, whara bribaa in axcaaa of $2 Billion wara 
paid for Drogoul 'a banafit, including $290,000 paid to Von Nadal. 
Drogoul, at hia aantancing haaring, adnittad only a portion of 

(oontinuad. . . ) 
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Further support for the USAO prosecution theory is found 
in Drogoul's statements that prior to extending new loans, he 
sought to have the early Iraqi loans repaid. It appears that 
Drogoul tried — unsuccessfully — to extricate himself from 
mounting Iraqi pressure to lend even larger sums of money. He 
indicated that he was reluctant to sign the third MTL and told Taha 
and Ali that he **had already done a lot. Taha said he understood 
(being a banker) , but Ali kept pushing hard.** (Minutes of Meeting 
at BNL-Atlanta, dated August 21, 1989.) Drogoul feared, however, 
that if he ceased lending money, the Iraqis would halt payments on 
the money they already had borrowed. Had Rome Icnown about or 
authorised the loans, Drogoul would have been less fearful of the 
consequences of Iraqi nonpayment. 

Moreover, the sheer magnitude of the fraud is consistent 
with the USAO's theory that Drogoul lacked authority for the loans. 
The sums were so enormous (and the terms to BHL-Atlanta so 
iinfavorable) that it is doubtful that any prudent bank would have 
willingly and deliberately exposed itself to so much risk.*^ 
There also was evidence that BHL-Rome lacked the capability to 
monitor its worldwide borrowing position, which suggests that the 
loans could have escaped Rome's attention. (Memorandum from 


^(. . .continued) 

this. Mhen he was debriefed in August 1989 Drogoul did not 
disclose he had been bribed at all. He did point the finger at 
Von Medel, however. (Sn Ex. 19.) 

Although the CCC loans were guaranteed, between February 22, 
1988 and April 1989, Drogoul committed BML to uncollaterised 
loans to the Iraqis in excess of $2 billion. 


81 



424 


F«d«ral Smmtv* KxaaiiiT Nadalliw Marsdm ("itaradMi*) to Xttlloy> 
datod Soptoabor 29 , 1989.) 

Drogoul also ongagod in undoniablo acts of eoneaalaant.** 
Drogeul, roeognlslng that ho had to givo soao aiq|>lanation for thoso 
acts of eoneoalaont, tastiflod at his Sontoneing Bsaring that ho 
did this to doeoivo Luigi Sardolli ("Sardolli") , who was at ono 
point BML's -SogiMial Nanagor in Mow York. (Tostiaony of Drogoul, 
datod Soptoabor 30, 1992^ at 17S2-S3.) Iho fact is, howovor, t)»at 
acts of eoneoalaont, such as tho "skipping” of leans, began well 
before Sardolli oaao on tho scone. They began in 1985, when Sanato 
Guadagnini was tho Magienal Manager in How York. Sardolli did not 
boeono Regional Manager until tho early part of 1987, whore ho 
roaainod until approxiaatoly tho and of 1988. Yhaao acts of 
cwicoalaont, and tho veluaiaeus iwiahor of fictitious telexes, 
letters and other falsified doc u ae n ts . seised during the August 1989 
search, deamstrate that Otogeul went to traaandous lengths to hide 
the true nature of hie activities frea anyone within BML %rtio was 
not affiliated with the Atlanta office and frea any' auditors or 
ragulatocy agaacios. 

Yhs OSAO also had available to it, prior to preparation 
of the final Zndietaent, the results of audits and exaainations at 
BML-Atlanta. As established by the records, and presented at the 
sentencing hearing in the tostiaony of Made as Chart 27 (Bx. 22), 
there was an audit by Feat Marwick on Oeoanber 31, 198S, the report 


** These are suaaarised in the OSAO Analysis (Bx. 14 at 20»29) 
and Hade Overview. (Bx. 13, at 10-17, 23»24.) 
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of which issued on Fehruary 21, 1986. In 1986, there were also 
audits by BNL*s internal auditors, the U.S. General Accounting 
Office, the State of Georgia (along with the Federal Reserve) and 
again. Peat Marwick. In 1987 there was an examination report by 
the Federal Reserve on January 26, and additional audits by the BNL 
internal auditors. Peat Marwick, the State of Georgia, the General 
Accounting Office, the State of Georgia again (acconpanied by the 
Federal Reserve) , and Peat Marwick* 

On March 4; 1988, Peat Marwick issued its audit report 
based upon the examination commenced on December 22, 1987. In 
1988, there were also audits by the State of Georgia (accompanied 
by the Federal Reserve) , the General Accounting Office and the BNL 
internal auditors (whose audit report issued on December 22, 1988). 

On February 6, 1989, Peat Marwick began another audit, 
and issued its report on March 10, 1989. In 1989, the General 
Accounting Office, the State of Georgia (accompanied by the Federal 
Reserve) , and the BNL internal auditor began audits. The BNL 
internal audit report issued on July 26, 1989, approximately one 
week before the August 4 search was conducted, and even while the 
BNL*Atlanta informants were talking to the USAO. 

While some of the BNL internal audit reports shewed 
certain irregularities in BNL-Atlanta*s records, none of these 
audits, or any others, led any of the auditors to suspect the "off- 
book" activities or other unauthorized activities of BNL-Atlanta. 

Certain of the fellow employees of Drogoul, at least up 
until the Drogoul sentencing hearing, pleaded guilty in this 
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■attttr." Particularly aignif leant la Von Wadal*a taatiaony on 
March 7, 1991. Thara, Von Wadal indicated that tha loan# vara 
unauthorizad by bhl-Rom. At tha plaa* haaring, tha Court carafully 
conductad a Fad.R.Cria.P. 11 axaaination, and than callad upon 
NCXansia to atata vhat ”tha govamaant'a avidanca" would ahov. 
(Tranacript of Von Wadal, datad March 7^ 1991 at 19, , attached 
harato aa Exhibit 23.) 

NeXanaia praaantad in great detail vhat tha Govamaant' a 
caaa would be at trial, vara tha caaa to be triad againat Von 
Wadal. $ha liatad the wrongful axtanaiona of credit in which Von 
Wadal had participated, including the CCC guaranteed cradita to 
finance the purchaaa of agricultural coaaoditiaa to be exported to 
Iraq. The total of thoaa "vara not authoriaad by BML-Roaa" vaa 
$1.89 billion. (Id* at 19.) Von Wadal alao aignad (with Drogoul) 
tha f irat two of tha unaaeurad MTL agraaaanta with Iraq, one. for 
$200 Billion in F^ruary 1988, and another for $300 million in 
October 1988. It vaa at thia point, NcKdnxia noted, that Von Wadal 
rafuaad to go any further baeauaa ha found out that Atlanta had 
"far axcaadad ita authority from BNL-Roma." (2d* at 20.) 

Tha Court than addraaaad Von Wadal, firat aalcing hia 
whether the recitation by Mexanzia %raa "aubatantially correct." 
Von Wadal raapondad, "I have no problem with that atatamant. Your 


** Since tha aantaneiiig hearing, Fiabalkom haa indicated that 
ha may want to withdraw hia plea, but Z have not bean adviaad 
that ha haa filed auch a motion yet. Tha othara who have pleaded 
guilty have not indicated that they intend to withdraw their 

plaaa. 
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Honor.** (Isl. at 23.) 

The Court then asked, **Well, did you recognize that 
unauthorized [CCC] credit agreements were being entered into with 
the Iraqi government?** (Emphasis supplied.) Von Wedel answered 
**Yes, Your Honor.** (U. at 24.) 

The Court then asked whether Von Wedel was a party to the 
$200 million and $300 million ffTL loans, and Von Wedel stated that 
he was. The Court addressed the Entrade transaction, in which 
Entrade had made substantial payments to Von Wedel. McKenzie broke 
in and asked, **Did you give them [Entrade] unauthorized funding 
from BNL-Atlanta**? and Von Wedel answered, **Yes.** (Id* at 25-26.) 

The Court then said, **Didn*t you recognize during this 
period when these types of procedures were taking place, 
unauthorized credit agreements were being executed, that some day 
there would be a day of reckoning**? (Emphasis supplied) • Again 
Von Wedel responded, **Yes, Your Honor.** (Id* at 26.) 

The Court again asked, **Did you recognize that these 
credit agreements with the Iraqi government were unauthorized **? 
(Emphasis supplied) • Von Wedel responded, **Yes, Your Honor, I 
did.** (Idj.* at 27.) The Court repeated, **And did you recognize 
that these unsecured loans that were being made to Iraq were not 
authorized *? (Emphasis supplied) . Von Wedel answered, **Yes, Your 
Honor. That is %diy I, at mid-stream, I stopped doing all activity 
with Iraq.** (Id* at 23-27.) 

Although some of the testimony I have recited above 
represents statements made following the return of the Indictment 
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on Fobruary 28, 1992, th* vast bulk of tha avidanea X bava raviavad 
is eonslstant vith.tha USAO prosacutlon thaory. Mora particularly, 
I find that tha avidanea collactad and davalopad by tha USAO and 
Task Fores by Fabruary 1991 providad an insuffieiant basis on which 
to saak indietaant of BHL. Xndaad, it was this vary issua that was 
thrashad out in stranuous nagotiation batwaan tha USAO and OOJ, 
avsn though Clark apparantly was not parsuadad to tha USAO's viaw 
until ha at in tha Grand Jury roon. 

2. ceapating Censidaratiena 

On tha othar hand, thara ara nany troubling details in 
tha natarials davalopad both bafora and aftar tha Indietaant that 
cannot ba sguarsd with tha prosaeution thaory. Tha fact that 
Drogoul has withdrawn his guilty plaa and now eontands that BNL 
knaw of his unauthorisad aetivitias raguiras that thoaa datails ba 
givan a frssh look, avan thou^ sena of than alraady hava baan 
invastigatad.** 

For axaapla, tha datails of tha BML intamal audits of 
BNIcAtlanta prasant a sarias of curious eeineidaneas. According to 
tha Italian Parliaaantary Saport (Ex. 20) , tha first intamal audit 
of BMIi-Atlanta was eonduetad in Juna, 1988, by Vito Cannito 
("Cannito"). cannito's report, which indicated that Iraqi loans 
sharply ax ea a d a d authorised limits, was subnittad to Guadagnini 
eight aonths aftar tha audit. Apparantly it did not surface in 
Kona until three years latar, aftar August 4, 1989. Tha Italian 

** Although Drogoul had long pointed to winks, glances and 
knowing sailas froa BNL officials, ha never providad any 
specifies and, accordingly, I have discounted those stataaents. 
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Parliamantary Raport assarts tliat aftar Cannito's proaotion within 
BNL, ha wamad Drpgoul of upcoming intamal inspactions. 

Cannito's successor, Louis Massara ("Massara") , conducted 
an audit of BNL-Atlanta in Saptaabar, 1988. Massara 's 1988 audit 
report, which issued Dacaabar 22, 1988, failed to aantion BNL- 
Atlanta ' s account at Morgan Guaranty Trust Company or any of 
Atlanta's agraaaants with Iraq. In Dacaabar, 1988, by Sardalli, 
Guadagnini's successor, forwarded a copy of the Massara audit 
report to Roaa, but this too was misplaced or diverted. In 
addition, Sardalli wrote a latter criticizing Drogoul and sent it 
to Roaa with Constantini ("Constantini") , a travailing inspector 
for BNL. The latter was never delivered. (January 1991 Pros. 
Maaorandua at 46.) 

After Massara 's 1988 audit, Sardalli apparently 
adaonishad Drogoul about Atlanta's poor bookkeeping and 
organizational controls. Drogoul evaded Sardalli 's questions, 
noting that BNIr*Atlanta was by far the most profitable of the North 
American branches, and Sardalli apparently dropped his accusations. 

It is also possible that the DOJ or the Task Force did 
not realize from their review of the reconstructed docuaents that 
as a result of the "skipping" of loans on the last day of the 
Bonth, BNL-New York (and Guadagnini) must have been on notice of 
the irregularities in Atlanta. BNL-New York received coaputer 
reports reflecting BNL-Atlanta's loan balances on three different 
days of the aonth. The reports on the last day of the month, which 
were sent to Roae, did not reveal the skipped loans, but the other 


87 



430 


r#portii did disclose thm true exposure. BNL-Nev York nay have 
noticed the discrepancies, because it apparently asked BNL-Atlanta, 
on different occasions, to explain why Atlanta always "lost" assets 
at the end of the month. (Ex. 16 at 49, 106, 109.) By 1987, 
Atlanta was losing approximately $400 million at the end of each 
month. (IsL.) 

Drogoul's revisionist position that certain persons 
within BNL should have known about the Atlanta scheme is not 
without support from Drogoul's associates in Atlanta. Ivey 
apparently claimed that Messere (the BNL auditor) must have known 
about the scheme, as well as Teodoro Monaco ("Monaco"), who had 
bumped into Drogoul in Baghdad. (Minutes of October 18, 1989 
meeting with Ivey and Luciani Silvestri, Counsel for BNL-Rome.) 

Among the many singular transactions in which Drogoul 
engaged are the Daniel! transactions, tdiich are noteworthy because 
they lend themselves to two conflicting interpretations: on the one 
hand, that Monaco, a mid-level manager, suspected that some sort of 
unauthorized activity was taking place; and on the other hand, that 
BNL paid interest on its own funds, thereby suggesting that 
officials at Rome would never have authorized Drogoul's 
activities.^ 

The details of the transactions are complicated (and 
Monaco and Drogoul often contradict each other in their accounts of 


” These interpretations may be reconciled if certain 
individuals at BNL-Rome had general knowledge about Drogoul's 
activities, but no specific information regarding the details of 

the scheme. 
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vlvat occurred), but thuy gmurully aay b« uxplainud as follows: 
soBstiaa in 1989, th« Daniali fin signsd two contracts with ths 
Iraqis for ths sanufacturs of a stssl sanuf acturing ' facility. 
Although Daniali was a longstanding client of ths Udins branch, 
Monaco dacidad to direct the transaction to the Atlanta branch, 
purportedly ]»acausa of Atlanta's CCC connections and familiarity 
with Iraq.*^ BNL understood that the first contract would consist 
of an Iraqi cash advance payment for 10 percent of the contract 
amount, and the remaining 90 percent was to be a letter of credit 
fully collateralized by a corresponding amount of Iraqi cash on 
deposit with the banJe.^ In due time, BNL-Atlanta received from 
the Central Bank of Iraq two letters of credit totalling $80 
million, a substantial sum by BNL-Atlanta standards. 

According to Monaco, Drogoul was told that the letters of 
credit had to be guaranteed by cash collateral, pursuant to BNL 
policy. He also instructed Drogoul to prepare a telex in order to 
formalize the request to the head office. Drogoul did not comply 
with either of these directives. Monaco attested that although he 
knew that Drogoul did not file a formal request for authorization, 
Drogoul led him to believe that BNL-Atlanta had received the cash 

^ Although Monaco could have selected the London branch of 
BNL, he did not do so because Iraq recently had deposited funds 
in London to fully collateralize a few transactions. These 
deposits apparently were designed to convince Monaco that Iraq 
wanted to re-establish a relationship with BNL (which is what 
Drogoul told Monaco when he ran into him in Baghdad) • 

^ The second contract was similar to the first, except that 
only 5 percent has to be collateralized by the Iraqis and the 
remaining 89 percent has to be fully guaranteed by the Italian 
government through SACS. 
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collataral raquirad for tha guarantaa and ha thus thought tha 
tranaaction was riak*fraa« (Ex* 16 at 115.) Hovavar, Orogoul 
statad that Monaco knav that BHL-Atlanta hald insuff iciant cash to 
iasua tha lattara of cradit. Drogoul iapliad that Monaco vantad 
tha daal to go through bacauaa it vaa ao vary lucrativa and Oanlali 
vaa an iaportaht cuatoaar of Padda. 

In thaaa tranaactiona, Orogoul borrowad froa tha aonay 
brolcara and paid Intaraat on tha aonay ha vaa landing to tha 
Xraqia. Ihia aonay vould than go through tha Morgan Guaranty 
claaring account of BHL-Atlanta to Iraqi aceounta in ona of four 
banlca in Hav York. Proa thara it vould go ovaraaaa and ba furthar 
diaburaad until finally coaing togathar aa tha caah collataral that 
tha Iraqia poatad vith BHL. Thua, BHL paid tha Iraqia intaraat on 
tha d^oait, in othar vordai intaraat on its oim aonay. It ia 
difficult to fathoa vhy BHL vould hava voluntarily and dalibarataly 
angagad in thia achaaa. 

M. Oaaalaaiaa 

My raviav of tha avidanca availabla to tha U8A0 at tha 
tiaa of tha Xndictaant convincaa aa that tha proaacutora* daciaion 
to puraua a proaaeution thaory in vhich BHL-Boaa vaa a "victia* vaa 
antiraly propar. Thay lackad auff iciant avidanca on vhich to baaa 
an Indictaant of BHL or BHL individuala, and at tha tiaa of tha 
Indictaant tha avidanca in aupport of thair thaory vaa 
ovarvhalaing. Although aoaa hava ouggaatad that BHL* a aarly 
cooparation vith tha U8A0 vaa ao aaductiva that tha proaacutora 
failad to giva adaquata oonaidaration to othar poaaibilitiaa, ay 
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rmviw convincM mm that this was not so. 

Ths nsgotiations and discussions bstvssn ths DOJ and ths 
USAO vara axtansiva, and tha dacisions laading to tha Indictaant 
vara not conittad to lightly. But thay vara not colorad by 
political or othar iiq^ropar sotivas. Xn any avant, thasa typas of 
spiritad nagotiations should not ba capturad by criainal 
provisions, and ara not capturad by thosa I hava considarad (na 
Saction X, infra, 1 "within tha jurisdiction of any dapartaant or 
agancy of tha Unitad Statas." Evan if thay vara applicabla, tha 
avidanca I raviavad is claar and convincing that no ona actad with 
corrupt or ispropar sotiva, 

▼I. TEE lOBBIflM BOLICT OF TO PMITEP - BIB IT ATFBCT MB 
OOVEBMilEMTiS IMVBS VTflaTTQV SUP SSOSSgPVT aM Qf m BEL MATTIB? 

It is iaportant to undarstand that tha criticism by 
Raprasantativa Hanry B. Gonsalas, Chairman, Committaa on Banking, 
Financa and UrtMUi Affairs of tha Housa of Raprasantativas 
("Gonzalaz Committaa") of tha invastigation and prosacution of tha 
BNL mattar darivas from criticism of tha Raagan and Bush 
Administrations* foraign policy toward Iraq during tha 1980s. Tha 
structura of Raprasantativa Gonzalaz* raasoning is this: that BHL- 
Atlanta financing of Iraq and cartain of its institutions advancad 
U.S. foraign policy goals; that U.S. foraign policy failad bacausa 
tha U.S. was axploitad by Iraq to strangthan tha Iraqi military 
potantial but failad to influanca Iraq's bahavior in favor of tha 
U.S.; and that, to avoid public axposura of tha failura of that 
policy, and to rafrain from ambarrassing tha Govammant of Italy, 
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which owns BNL, the Bush Administration engaged in a "coverup" that 
was implemented by corrupting the DOJ and TJSAO in their prosecution 
of BNL in Atlanta. 

A. The united States* Foreign PolioT Toward Iraq 

In 1979, in the face of evidence that Iraq was providing 
aid to Abu Nidal and other terrorist organizations, the Carter 
Administration added Iraq to the list of nations supporting 
terrorism. . Under the then prevailing export controls, this 
designation prohibited Iraq from purchasing many U.S. goods, 
including civilian aircraft and military equipment. (137 CONG. 
REC. H846-847 (daily ed. February 4, 1991) (statement of Rep. 
Gonzalez).) 

The Iranian revolution, the hostage crisis, and the 
inception of the Iran-Iraq war in 1980, however, drastically 
changed the Middle Bast political landscape as perceived this 
Nation. In 1981, President Reagan's Administration reevaluated our 
foreign policy toward Iraq aa conaldarad saraaaqiaa availabla 
for countering Iran's power and halting the spread of Islamic 
fundamentalism. Gradually, we adopted a policy of aiding Iraq. 

In February 1983, the Reagan Administration removed Iraq 
from the list of countries supporting terrorism, thereby lifting 
the export restrictions established four years earli|u:« Iraq was 
offered economic and political incentives, includi^ export credit 
guarantees supplied by the USOA CCC program and loans through the 
Eximbank. In Januai^ 1984, a State Department memorandum 
recommended easing restrictions on certain "less sensitive exports" 
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to Iraq, such as haavy trucks, which "probably [hava] a nagligibla 
affact on Iraq's ailltary capabilitias.” This raconandation was 
approved. (Maaorandua froa David T. Schneider (NEA) and Jonathan 
Howe (NSC) to the Secretary of State, dated January 30, 1984.) In 
that saaa year, 1984, the U.S. extended full diploaatie recognition 
to Iraq after a lapse of 17 years. (137 CONG. REC. H846-847 (daily 
ed. February 4, 1991) (stateaent of Rep. Gonzales).) 

This policy shift in favor of Iraq was controversial, 
given Iraq's poor huaan rights record and its aggressive prograa to 
expand its ailitary capabilities. It has been reported that 
between 1983 and 1985, Iraq began a aissiles prograa, used cheaical 
weapons against both ailitary and civilian populations, and entered 
into a nuclear cooperation agreeaent with Egypt and Pakistan. In 
1986, while the State Departaent still harbored concerns about 
Iraqi terrorist activities, it appears that the Departaent was 
satisfied that Iraq had aade substantial progress in curtailing 
terrorist involveaent. (Neaorandua froa Prank MCNeil (INR) to the 
Secretary of State, dated July l, 1986.) Iraq was viewed as 
offering unique foreign policy opportunities to the United States, 
particularly as that foreign policy sought to contain the Iranian 
influence in that part of the world. 

In February 1986, the United States conteaplated 
licensing hi^ technology exports to Iraq, but refused to directly 
supply U.S. ailitary technology to Iraq, given the official U.S. 
position of neutrality in the Iran-Iraq war. (Cable froa U.S. 
Eabassy in Baghdad to the Secretary of State, dated February 12, 
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1986.) Nevertheless, between 1985 and 1990, the Reagan and Bush 

Administrations approved hundreds of export licenses for Iraq* 

(137 CONG. REC. H6697-6698 (daily ed. July 27, 1992) (statement of 

Rep. Gonzalez).) It is said that many of these licenses were for 

"dual use" items, such as heavy truclcs and computers, susceptible 

to both civilian and military applications. (Stanley Cloud, I^mm 

Wolf or a Pack of Lies?, Time, Oct. 26, 1992, at 40.) 

After the Iran-Iraq cease fire in 1988, President Bush 

adopted the approach taken by the Reagan Administration and 

continued to offer Iraq incentives to join the "family of nations.” 

On October 2, 1989, President Bush signed National Security 

Directive 26 ("NSD-26") in an effort to foster economic and 

political t^es with Iraq. I have obtained from the NSC a 

declassified version of that document (Ex. 24.), which reads, in 

pertinent part, as follows: 

Normal relations between the United States and 
Iraq would oorvo our longor-ton intorests and 
promote stability in both the Gulf and the 
Kiddie East. The United States Government 
should propose economic and political 
incentives for Iraq to moderate its behavior 
and to increase our influence with Iraq. At 
the same time, the Iraqi leadership must 
understand that any illegal use of chemical 
and/or biological weapons will lead to 
economic and political sanctions, for which we 
would seek the broadest possible support from 
our allies and friends. Any breach Is^ Iraq of 
IAEA safeguards in its nuclear program will 
result in a similar response. Buman rights 
considerations should continue to . be an 
important element in our policy toward Iraq. 

In addition, Iraq should be urged to cease its 
meddling in external affairs, such as in 
Lebanon, and be epcoiiraged to play a 
constructive role in^egotiating a settlement 
with Iran and cooperating in the Middle Bast 
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p«ac€ process. 

Strong voicos in Congress have contended that our foreign 
policy toward Iraq, as eabodied in NSD-26| and thereafter 
iapleaented, was a aistake. Iraq invaded Kuwait in August 1990, 
and before long, the U.S. was involved in war with Iraq as well. 
Critics have said that the decisions of the Reagan and Bush 
Adainistrations to encourage U.S. ties to Iraq allowed Iraq's 
illicit ailitary procureaent network to flourish in this and other 
countries. Froa this proposition they aove to the aassive aid 
given Iraqi institutions in 1985-1989 by BNL-Atlanta, charging that 
in 1988*1989, through the NTL loans, Iraq was enabled to acquire 
ailitary equipaent through the Iraqi ailitary procureaent network. 
It is also contended that coaaodities purchased by Iraq pursuant to 
the USDA CCC guarantee prograa financed by BNL-Atlanta in 1985*1987 
were diverted or bartered to obtain aras for Iraq's ailitary. 

Even if soae of the foregoing assertions are unfounded, 
there is no uncertainty about what U.S. foreign policy was, nor is 
there any question that it failed to achieve what was sought. I 
now turn to the question whether the Adainistration attainted to 
"cover up" this failed foreign policy by iaproperly interfering 
with the BML investigation and prosecution. 

B. Was Xapreper Zaflueaee Atteapted Or Baerted Upon DOJ or 

The Atlanta USAO Za The BWL Zavestigation And 

fggffCTtiftA2 

1* The coaaedity Credit Cerperatioa 

I shall exaaine this question in the first instance 
through consideration of a specific prograa, naaely, the CCC GSM- 
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102 and GSM-103 prograa. As daacribad abova, BNL pdrticipatad in 
the CCC program in the sale of U.S. products to Iraq. This 

participation came under close scrutiny by, among others, 

Representative Gonzalez. 

Representative Gonzalez had been planning to convene a 
hearing of his Committee on the BNL matter in October 1990, %dien he 
received a telephone call from then-Attomey General Thornburgh in 
September 1990. This call was pronged by a memorandum to 

Thornburgh from W. Lee Rawls of the DOJ Office of Legislative 

Affairs, which described unsuccessful attei^ts by DOJ officials to 
discourage the Committee investigation. Rawls advised Thornburgh 
that ”[o]ur best attest to thwart any further congressional 
inquiry by the House Banking Committee into this case is to have 
you contact Chairman Gonzales directly." (Memorandum from Rawls to 
Thornburgh, undated.) 

When Representative Gonzalez refused to discuss the 

matter with him, Thornburgh wrote a letter expressing his "profound 

disappointment" in Representative Gonzalez’s decision to ignore 

DOJ's "strong objections." Thornburgh added: 

As you should be aware, this is a sensitive case with 
national security concerns. The United States Attorney 
in Atlanta advises me that both witness security and the 
willingness of witnesses to continue to cooperate with 
the investigation and prosecutions will be jeopardized by 
your Congressional staff interviews and hearing. 

(Letter from Thornburgh to Gonzalez, dated September 26, 1990.) 

Representative Gonzalez took this communication as an 

attempt to interfere with his Committee’s investigation. The 

unfortiinate use of the words "national security" may have led 
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Rftpr«Mntativtt 6onzal«z to concludo that DOJ sought to obstruct a 
Congress lonal inquiry vhsn, instead, it sought to protect ths 
integrity of an ongoing criminal investigation. Indeed, this 
impression, combined with BNL's involvement in the GCC program with 
Iraq, led Representative Gonzalez and others to question whether 
this perceived interference with his Committee's investigation was 
part of a larger "coverup" of the Administration's "flawed" foreign 
policy, which included promoting the extension of CCC credit 
guarantees for Iraq. 

Consistent with U.S. foreign policy at the time, the GSM 
programs were used by both the Reagan and Bush Administrations to 
strengthen the U.S.-Iraq relationship.* The GSM programs were 


* Eximbank has also bean an important element in the 
relationship bstwssn the U.S. and Iraq. Eximbank has financed 
U.S. exports to Iraq by providing guarantees, insurance and loan 
support to United States exporters and banks, thereby 
indemnifying them against the risk of nonpayment. (137 CONG. 

REC. H848 (daily ed. February 4, 1991) (Statement of Rep. 
Gonzalez) . ) 

As with the CCC program, political considerations have 
been brought to bear upon Eximbank decisions. (Memorandxa from 
Kimmitt to Baker, dated April 17, 1990.) It has been alleged 
that in 1984, Eximbank, which had initially concluded that Iraq 
was not creditmrthy, was successfully pressured by then-vice 
President George Bush to agree to provide financing for the Aqaba 
pipeline in Iraq. (Naas and Unger, In the Jjomz Bush's Secret 
Mission . The New Yorker, November 2, 1992, at 71.) By 1989, 
however, Eximbank had concluded that Iraq was "not creditirorthy 
by any reasonable standard." (April 24, 1989 Creditworthiness 
Assessment of Iraq.) 

Eximbank did not bow to political pressure when, while 
considering a proposal for a Volvo-General Motors Truck plant in 
Iraq, Eximbank received letters from Congressmen and the Governor 
of Utah (where a Volvo-General Motors facility was located) , 
urging that Eximbank finance the project. (Letter from Senator 
Sanford, stJil. , to James R. Shar^, dated August 4, 19899 letter 

(continued. • . ) 
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d«sign«d to expand foreign markets for U.S. agricultural 
commodities in specified countries that would normally be unable to 
purchase these goods on credit. (137 CONG. NEC. H848 (daily ed. 
February 4, 1991) (statement of Rep. Gonzales).) Under these 
programs, the CCC guarantees payment to exporters of U.S. 
agricultural products of a percentage of the "port value" of goods 
shipped in the event of default. Exporters often sell these 
guarantees to financial institutions at a discount rather than wait 
for payment from the importing country. 

Before the beginning of each year, USOA negotiates 
through its Commodity Divisions and the Foreign Agricultural 
Service ("PAS") with foreign countries interested in participating 
in the G8N programs. PAS then allocates the credit guarantees 
among the potential recipients, establishing specific "country 
lines" by commodity. (137 ONIG. NEC. H848 (daily ed. February 4, 
1991) (statement of Rep. Gonzalez).) These proposed allocations 
are subsequently presented for advice to the National Advisory 
council on International Monetary and Financial Policy ("MAC") , an 


**(... continued) 

from Senator Hatch, §SLJ0L*f to John Maeonber, dated September 13, 
1989; and letter from Governor Norman H. Bangerter to John 
Nacomber, dated September l*. 1989.) Eximbank refused to fund 
the project, apparently bec .ose of concerns about Iraqi 
creditworthiness. (Letter to Governor Bangerter from John 
Nacomber, dated September 27, 1989.) According to Drogoul, the 
Iraqis turned to BNl>Atlanta for financing upon learning of 
Eximbank*s refusal. (Memorandum of August 18, 1992,^ Or^oul 
Interview at 8.) 
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interagency body*^ aateblishad pursuant to 22 U.S.C. f 2866 to 
adviaa tha Prasidant on ganaral policy diractivaa for tha 
International Monetary Fund, Exinbank, tha CCC and other aganciaa 
that participate in Baking foreign loans or engage in foreign 
financial, exchange or nonetary transactions. 

Iraq began purchasing U.S. agricultural coBBodities under 
the GSM progran in 1983, %rtien the United States and Iraq 
reestablished diplonatic relations. Iraq was engaged in vhat 
becane an eight^year var vith Iran, and wanted to obtain food on 
credit. At the sans time, the United States had a surplus of nany 
agricultural coBBOdities, and deternined that Iraq’s long-tem food 
needs presented significant Barket developnent potential. (October 
16, 1990, Testinony of F. Paul Dickerson before Gonzalez CoBBittss 
at 8.) 

In 1983, Iraq purchased $364 Billion in U.S. agricultural 
coBBoditiss under the GSM-102 prograB. The prograB grew throughout 
the 1980s, with peak allocations in 1989 and 1990 of over $1 
billion annually. (IdL.) Zn fact, by 1990, Iraq accounted for 
approxiaately one-fifth of the total GSM credit prograB, and was 


** The MAC is coBposed of the Secretary of the Treasury, %rho is 
Chainan of the Council; the Assistant to the President for 
EconoBic Affairs, who is Deputy Chairaan; the Secretary of 
Coaaerce; the Chairaan of the Board of Governors of the Federal 
Reserve Systea; the Chairaan of the Institutional Developaent 
Cooperative Agency; and the President of the Esqport-Iaport Bank. 
By Executive Order, the President has delegated to the Secretary 
of the Treasury aost of the functions and responsibilities 
conferred on hia to adainister the MAC. 
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one of the largest importers of u.S. agricultural products.^ 
(Letter from Reps. Brooks and Andrews to Sec. Yeutter, dated May 7/ 
1990.) 

Public attention first centered on Iraq's involveaent in 
the ccc program during the negotiations for Iraq's CCC allotment 
f or FY 1990. In early October 1989, just two months after the FBI- 
Federal Reserve search of BNL-Atlanta, USDA first proposed to the 
MAC a program for Iraq involving $1 billion in export credit 
guarantees. USDA encountered strong opposition from the Federal 
Reserve and the Treasury Department, both of which expressed grave 
concerns about Iraqi creditworthiness, and raised questions about 
the i^lications of the unfolding BNL matter. Although this first 
effort failed, USDA continued to press for a full $1 billion 
program for Iraq. The State Department^ gave strong support to 
this proposal as a natural reinforcement of U.S. foreign policy in 


^ Afeer 1987, BHZ. was no longer involved in extending credits 
to Iraq \inder the CCC program, having moved to NTL agreements, 
although Iraq continued to participate in the program. 

^ In early November, 1989, Jay Bybee, then-Associate Counsel 
to President Bush, was asked by Deputy White House Counsel John 
Schmitz to obtain background information on the proposed CCC loan 
guarantees to Iraq. According to Bybee, Schmitz was concerned 
that USDA and the Department of State were moving too quickly, 
and he "wanted to know whether there was any reason why the White 
House Counsel's office shouldn't work within the White House to 
try to stop the loan guarantees to Iraq." (Memorandum of 
Interview, dated July 16, 1992, Bybee Interview.) Bybee claims, 
and I have seen no evidence to contradict him, that he called for 
the sole purpose of obtaining publicly available information 
about the status of the investigation, and did not attempt to 
exert any pressure on the U8AO tb change the pace or nature of 
the investigation. MCXenzie siqpports this, and stated she sensed 
no pressure from Bybee's call, nor was her handling of the case 
influenced in any way. 
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By aid*October, the sagnltude of the BNL natter and its 
inplications for the CCC program were beginning to emerge and so it 
was determined that a USOA team from the General Counsel's Office 
("USDA^OGC") would be sent to Atlanta to conduct a separate 
investigation pursuant to USDA's regulatory authority over the CCC 
program.*^ On October 11, 1989, two members of the USDA-OGC net 
for several hours with McKenzie and others to discuss the status of 
the case. 

McKenzie was limited by Georgia local district court 
rules and the need to protect the ongoing investigation of BNL- 
Atlanta and others as to the information she could release. She 
briefed the USOA-OGC representatives within permissible parameters, 
however, about the evidence she had at that time. According to 
memoranda describing that meeting, McKenzie advised them of 
possible irregularities with respect to "consulting fees" paid to 
Iraqi companies (including XYZ Corp. and Matrix-Churchill) , 
kickbacks to BNL employees from Bntrade, Znc. (a major GSM 
exporter) , Iraqi bartering of CCC shipments, over-pricing, and the 
shipment of non-agricultural and non-U. S. goods through the CCC 
program. (Status Report from Brosch to Conway and Bullington, 
dated October 20, 1989.) 

Following further investigation, including a trip to 


^ Special Agents from USDA's Inspector General's office were 
already participating in the criminal investigation in 
conjunction with the U8A0, but their work was entirely s^^ate. 
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Baghdad to intarviaw Iraqi officials, the USDX issued a report of 
its findings in May 1990. By this tiae, six Iraqi defendants had 
been included in the latest draft of the BNL Indictnent* Having 
been furnished with a draft report stating that there was 
insufficient evidence of Iraqi complicity in BNL-Atlanta*s loans, 
McKenzie said that the report did not accurately reflect the 
information she had provided to USDA-06C. She wrote a number of 
letters to her superiors at DOJ asserting that USDA had ignored the 
information she had offered and warning that the USAO mi^t be 
unfairly charged with nondisclosure of relevant information.^ 
f See . e,g , / Memorandum from McKenzie to Urgenson, dated Kay 7, 
1990.) 

As we now Know, primarily on foreign policy grounds and 


” On May 7, 1990, McKenzie wrote to Urgenson that the draft 
USDA report "reinforces the position of this office that USDA 
should be notified in mriting of Iraqi complicity in criminal 
violations." She asserted that specific information orally 
provided to USDA by the USAO had been "totally ignore[d]," and 
added that: 


This office certainly recognizes that we do 
not 'maKe policy, ' nor do we seek to do so. 
However, when relevant information is shared 
with policy makers and we have reason to 
believe that such information is being 
■misunderstood* to such an extent that 
Congress may be mislead [sic], it seems 
appropriate to correct any such 
■misunderstanding* before the remaining $500 
million in CCC guarantees for Fiscal Year 
1990 are extended to Iraq. 

(Memorandum from McKenzie to Urgenson, dated May 7, 1990.) 
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out of consideration for our agricultural interests,^ USDA and the 
State Department ultimately overcame NAC resistance and on November 
8 , 1989 , obtained NAC approval for $1 billion in CCC funding for 
Iraq in Fiscal Year 1990, from which one $500 million tranche was 
released prior to the 1990 Gulf War. This decision was very 
controversial, and the varying positions were strongly stated. For 
example, an internal State Department memorandum to Secretary James 
A. Baker, III, warned that "our ability to influence Iraqi policies 
in areas important to us, from Lebanon to the Middle East peace 
process, will be heavily influenced by the outcome of the CCC 
negotiations." (Memorandum from Kelly and Sofaer (through Kimmitt 
and McCormack) to the Secretary of State, dated October 26, 1989.) 

As a basis for extending the guarantees, USDA and the 
State Department asserted at each stage of the process that there 
was "no evidence to date that would lead us to recommend that the 
Department should not extend the guarantees [to Iraq]." 
(Informational Memorandum from Snead to the Deputy Secretary, USDA, 
dated November 8, 1989.) This claim, of course is inconsistent 
with McKenzie's statements to the contrary. 


^ Agricultural interests lobbied strongly in favor of 
providing further CCC guarantees to Iraq. For exaiq;)le, between 
March and June 1990, at least twelve Members of Congress as well 
as representatives of the rice industry %rrote to Clayton Yeutter, 
Richard Crowder, or members of the USDA Congressional Relations 
staff inquiring into the status of the Iraq CCC program. (2mm» 
e.g. . letter from Sen. Thurmond to John Frydenlund, dated March 
23, 1990; letter from Sens. Lott and Cochran to Clayton Yeutter, 
dated April 26, 1990; letter from Sen. Shelby to Franklin Bailey, 
dated May 10, 1990; letter from Sen* Johnston to Clayton Yeutter, 
dated June 7, 1990; and letter from Rep. MCCrery to Clayton 
Yeutter, dated June 14, 1990.) 
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It is not within ■/ rssponsibility to sddrsss ths visdos 
of ths dscision to sxtsnd CCC gusrsntsss to Iraq for Fiscal Year 
1990, but X do note that Mexsnsia had intsndsd that ths inforaation 
sha supplied ths OSOh bs taken as a caution. In view of ths 
constraints isposed on prosecutors aqainst disclosure of 
inforaation collected in ongoing investigations, the extant to 
which MCKSnsie was able to advise USOh as to Iraqi criainal 
co^licity is uncertain. Bowever, it is clear that there was no 
doubt in McKenzie's aind that sha had provided enou^ inforaation 
to allow USOh to understand the Iraqi coaplicity in Orogoul's 
scheae and that she was unaffected by pressure froa any govemaent 
sources, to the extsnt there was any, to ease the way for the 
adoption of Iraq's CCC prograa for Fiscal Year 1990. 

It cannot bo urged with any de g re e of credibility that 
McKenzie, even if we ware to assuae sane corrupt aotive, violated 
any federal criainal prevision in her dealings with the OSOh. Her 
stateaents to the 080K representatives were truthful, and they did 
not taJee place within the jurisdiction of an agency, as defined in 
the law, or in any pending proceeding.** The OSDh did not visit 
Atlanta in connection with any investigatimi it was cendueting} 
rather, the inforaal aaeting was held at the preapting of the 080A 
so that it could gather inforaation in co n nection with a policy 
decision it faced. - 


** Oaissions typically lead to criainal eulpahility only in 
those instanoes where there is a requiraaent of inf oraation by 
statute or official feta, iaa, i^,e. 772 p.ad 

940, 943 (D.C. Cir. 190S) , fiast.. 440 O.S. 903 (1980) . 
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In any mvmnt, I viav tha avidanca to ba claar and 
convincing that McKanzia did not act with any corrupt motiva whan 
she met with the USOA. To tha contrary, tha record shows that 
McKanzia took great pains to provide tha USDA with all the 
information she could lawfully disclose. 

Nor does tha Thornburgh latter, and my study of tha 
circumstances surrounding its dispatch, suggested any corrupt 
motiva on Thornburgh's part. Tha latter has bean characterized by 
soma as an effort to hinder tha investigative efforts of tha 
Gonzalez Committee. By its terms, tha latter sought to prevent 
disclosure ha feared would damage a complex and Important 
prosecution. 

Z personally deposed Thornburgh, and found that ^e 
statements made by Thornburgh to Gonzalez were neither false nor 
misleading. Thornburgh's desire to protect the prosecution of this 
undeniably sensitive case is objectively reasonable. 

In addition, Thombixrgh's concern with national security 
was to be expected. President Bush issued NSD-26 less than one 
year earlier. That security directive called for the normalization 
of relations between the United States and Iraq. At the time 
Thornburgh wrote his letter, the USAO had made it known that it was 
targeting Iraqi nationals and focusing on CBI and Rafidain Bank. 
Even if the letter perhaps overstates his concern, it is still 
true. I ]9elieve that the evidence is clear and convincing that 
Thornburgh did not act with corrupt intent. 
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C. old Thm feniga Volley of no Oaitod itatoo Toward zrag, Aa 
Dofiaod Above, Zvaet Oboa The Oowozaaoat'o Xavootigatiea aad 
vroaocntiea? 

The answer to this question is clearly "No.” I arrive at 
this answer by several different routes. 

First, addressing the continuation of the CCC prograa, 
the U8AO knew that the U8DA and State Departaent %rere deterained to 
push through another $1 billion in guarantees for Iraq grain 
purchases for Fiscal Year 1990. A delegation froa the USDA 
travelled to Atlanta to speak to representatives of the U.S. 
Attorney's Office, and McKensie was advised that the Secretary of 
state considered it very iaportant to U.S. foreign policy toward 
Iraq that the prograa be approved. Nonetheless, McKensie and other 
attorneys in the USAO, and the DOJ as well, continued to pursue 
Zndictaents against Iraqi participants in the CCC prograa based on 
evidence that Iraqis night have been eriainally involved in 
Drogoul's ”off-book” activities. While infomation provided by the 
USAO did not persuade USDA and the State O^partaent to withdraw 
their support for Iraq's participation in the CCC prograa — $500 
aillion in guarantees was actually released prior to the 1990 Gulf 
War — neither did the position of USDA and the State D^artaent 
affect their prosecution. With the escoeption of the Central Bank 
of Iraq, which I separately address, the USAO proceeded to indict 
all appropriate Iraqi interests, including Rafidain Bank, which is 
state-owned, and the principals of various other entities. The 
prosecutors did not buckle, and foreign policy considerations did 
not aove then. 
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Nor did foreign policy considerations move the USAO not 
to indict either Nafai Dajani on BHL*RoBe. The factual backdrop to 
these decisions is set forth in substantial length in Section 6 of 
this Report, and Z will not belabor thea here. I have seen no 
credible evidence that either the USAO or DOJ let Dajani *s alleged 
relationships to Jordanians of high station bear on their decision 
not to seek the return of an Indictaent against hia on February 28, 
1991, even assuaing any pressure toward that end had been applied. 
Siailarly, while I an aware that BNL sought a diploaatic solution 
to the possibility that DOJ would persuade the USAO to include BNL 
in the Zndictaent, Z have also found no credible evidence to 
support a charge that BNL's strategy of resorting to diploaatic 
contacts influenced either DOJ or the USAO in fraaing the 
Zndictaent ultiaately returned. 

▼ZZ. IMUM RMBIP MMITni fc. BBgfli 

Under the teras of ay appointaent, Z aa Obliged to 
exaaine the actions of the USAO prosecution teaa before Judge 
Marvin H. Shoob, who presided over the Drogoul BML-Atlanta 
prosecution. Judge Shoob has aade serious charges against the USAO 
prosecutors. Zt is necessary, therefore, that Z review their 
conduct and thus the validity of those charges. At the outset Z 
Bust state ay respect for Judge Shoob, a highly regarded jurist. 
Z have conferred with hia in recent weeks and found aost helpful 
his insights into the proceedings. Moreover, Z can syi^Mithise with 
the frustration Judge Shoob aust have felt in this natter, given 
his belief that Drogoul was a tool being Manipulated by his 
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superior*. 

Zn anpvMebiiig this sxtrsasly sensitive arse, z hava 
spokan not only with Jodga Sboob, but also with tba OSAO 
prosecutors and with Mr. Nad* of tbair Task Fores. Z have exasinad 
all of tba transcripts and exhibits of tba pro c a a dings before Judge 
Shoob, and all of the doeuaoitation pertinent to tba aattars bafor* 
Judge Shoob, as raflaetad in tba files of the U8A0 and th* OOJ. 

Against this background Z shall axaaina the conduct of 
th* OSAO prosecutors. 

b. The TSTM a«a a— laM— a as 9\mm 

The danouneanant of- tba Atlanta OSAO's efforts to 
eoneluda^its p e o s ab u tion of -Orogoul oeeurrad at th* Santancingu 
Hearing on Saptaabar SO, 1992, following- three weeks of tastinony. 
At that hearing, Drogoul ravarsad oours* and souq^ to withdraw bis 
guilty plea. H* also," fdr th* first tine, specifically na nad 
savaral BMZ, siqpariors whoa ha claiaad bad actual knowledge of his 
"off-book" landing aetivitias to Zrag,' Tba next day, the OSAO 
withdraw its opposition- to Orogoul's notion to withdraw his guilty 
plea and joined tbs dafandant's notion. On October 9, 1992, Judge 
Shoob antarad an Order granting Orogoul's notion and granting th* 
OSAO's notion for his rocnsal (ttis "Oc t ober S Order") (Sx. 2S.) 

Judge Shoob 's October S Ordar sets forth in sons detail 
hi* tentative conelusiens about tbs conduct of the investigation 
and prosecution of Mr. Drogoul, svalUatas the OSAO's pursuit of 
facts that night inplicat* officials at ML-Mene, and speculates 
about the role - of Onitod States intsllig«ioa agencies in - that 
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pursuit* The concerns expressed in Judge Shoob*s October 5 Order 
were presaged by his questions to Drogoul's counsel and McKenzie at 
the June 2 , 1992 hearing on Drogoul's plea agreement* At that 
hearing^ Judge Shoob expressed surprise that Drogoul had entered a 
plea agreement over the preceding weekend* Judge Shoob expected 
Drogoul to plead guilty to all counts of the Indictment and to 
deliver an extended public statement that he previously requested 
the opportunity to deliver* 

Judge Shoob 's comments at the June 2 plea hearing reflect 
concern that the cooperation the government would obtain under the 
plea agreement would yield a "sanitized" version of the facts* 
Judge Shoob said: 

Well, my feeling, as I have enunciated 
earlier^ is that I don't believe that Mr* 

Drogoul was the only person involved in these 
machinations * * * I do not want to be in a 
position where I have to sentence Mr* Drogoul 
where he takes the fall when there are other 
people involved who are equally culpable* 

(Transcript of Plea hearing, June 2, 1992, at 
104, attached hereto as Ex. 21.) 

A special prosecutor ought to get into this 
entire matter, because I am not getting the 
information from Mr. Drogoul, and 1 am going 
to get a sanitized version of the sentence* I 
will have no way of knowing what sort of 
disclosure he has made to the Government and 
idiat is presented to me at the time of 
sentence* 

(Id. at 72.) 

Judge Shoob took this position notwithstanding the fact 
that Drogoul, his counsel and McKenzie all si^ported the plea 
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agrftOMnt.^ In fact, vhan intarrogatad by Judga Shoob about hia 

aatiafaction with tha plaa agraaaant, DrogouX axplicitly told tha 

Court that ha no longar vantad to naka tha public atataaant in 

Court that ha praviously elainad ha would offar: 

Tha point X aa trying to aaka, to raally 
diacuaa a caaa liJca thia proparly I naad 
litarally thousands of doeuaants to kind of 
rafrash ay aanory and to put tha piacas 
togathar in propar parspactiva. To ba honast 
with you, Z don't think that I could hava 
vrittan a full disclosura in two waaks. It 
would hava takan auch longar. 

(Id. at 58.) 

I do not possass Judga Shoob 's intiaata familiarity with 
tha procaadings that hava takan placa bafora hia, or with his 
assassaant of tha cradibility of Drogoul, his counsal^ and 
raprasantativas of tha USAO. Howavar, baeausa I hava had tha 
opportunity to raviaw not only tha transcripts of tha procaadings 
bafora hia, but also axtansiva avidantiai^- docuaantation, 
corraspondanca of counsdl, and intamal aaaoranda, I must disagraa 
with Judga Shoob *s apparant dissatisfaction with tha plaa agraaam^ 
prasantad to tha Court on JUna 2, an agraaaant I find axtraaaly 
favorabla to all partias undar tha cireuastanoas* 

Tha plaa agraaaant raguirad Drogoul- to plaad guilty to 
sixty (60) Counts of tha Indictaant. Thosa Counts appaar to ba 
raprasantativa of tha 347 Counts of tha Indictaant and irara 
sufficiant to mapport a lifa iaprisonaant tara savaral tiaas ovar, 
abaant a auccassful motion by tha govamaant for a downward 

^ Tha OSAO's Pasponsa to Judga Shoob's allagations is 
subaittad harawith as Ex. 26. 
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departure. As calculated under the Federal Sentencing 
Guidelines, Drogoul’s sentence would have been no greater if he had 
pleaded guilty to all 347 counts of the Indictment. 

The plea agreement also provided for complete cooperation 
in the form of a detailed debriefing. As set forth in the plea 
agreement, the debriefing was to be of indeterminate length so that 
Drogoul would have ample time to review documents to assist him in 
reconstructing events. The agreement also required Drogoul to 
participate in a deposition to provide sworn testimony that could 
be used by the government in siibsequent proceedings flowing from 
the affairs of BNL-Atlanta or against other violators, and that 
would create a full record under oath for evaluation of any 
"substantial assistance" motion the USAO might make. 

Finally, the plea agreement called for continued 
cooperation by Drogoul following sentencing, and permitted him the 
benefit of a motion for sentence reduction under Rule 35 of the 
Federal Rules of Criminal Procedure should his post-sentencing 
cooperation constitute "substantial assistance.” 

The plea agreement reached between the USAO and Drogoul 
represents a model of fairness to all parties. The agreement is 
favorable to the government because it achieves the maximum 
sentence possible under the Indictment; it gives the government 
complete control over the decision whether Drogoul 's cooperation 


^ Under Section 5X1.1 of the Federal Sentencing Guidelines^ 
the government can make a motion for a downward departure from 
the relevant sentencing guideline range if a defendant offers 
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would coMtituto "substantial assistancs"i ths dsbriafing Mchaniss 
parsits ths raconstruction of Drogoul's sasory in such graatar 
datail than would otharwisa ba possibla; and tha daposition it 
callad for would hava eraatad a sirom statasant for usa in othar 
proeaadings, including tha santancing haaring, and against othar 
violators. 

Tha plaa agraaaant was favorabla to Drogoul baeausa it 
coBsittad tha govamsant to Baking a notion for downward dapartura 
if ha providad sufficiant cooparation, putting to rast any faar 
that tha USAO would fail to prasant tha Court with any infonation 
Drogoul providad? it allowad Drogoul to ba dabriafad in datail 
following whatavar tiaa ha raquirad to rafrash his racollaction, 
thus allaying his e^icam that his racall would hava baan 
inadaquata if ha vara to prasant only an oral statasant to Judga 
Shoob? and it allowad tha eraation of a sworn raeord of his 
cooparation through a daposition in which ha would hava baan 
axaBinad on tha raeord, by both tha USAO and his own counsal, and 
which would hava givan hiB tha ultimata protaction against concam, 
if ha had any, that tha govamBant would not^ disclosa tha datails 
of his cooparation. 

Z vouM also hava thought that tha plaa agrasBant was 
favorabla fcosi tha Court’s parspaetiva, although Judga ShoCb did 
not appaar to think so. Zt would hava providad Judga Shoob with an 
unusually eonplata raeord on which to avaluata tha axtant of 
Drogoul’s proaisad cooparation. Tha santancing raeord would not ba 
"sanitisad", baeausa Drogoul *s oouraal would hava baan prasant at 
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the debriefing and would have had the opportunity to examine 
Drogoul during the deposition to elicit any favorable information 
not sought by the USAO.^ As always, Judge Shoob had sole 
authority to determine whether Drogoul 's cooperation warranted a 
do%mward departure from the Sentencing Guidelines' range due to 
substantial assistance. 

Thus, I find it unlikely that the process contemplated by 
the plea agreement would have yielded a "sanitized" story at 
Drogoul 's sentencing. 

B. conoem About The “BleveBth Hour” Flea Aareememt 

Judge Shoob also expressed concern on June 2 that the 

plea agreement was reached at what he perceived to be the eleventh 

hoiir, which, to his mind, cast doubt on the integrity of the 

negotiations. Judge Shoob said. 

The thing is bouncing all over the place. I 
am not sure exactly what happened. Z don't 
know why a deal was made this very last minute 
when all these representations were made that 
he was going to make a full disclosure at the 
time of the plea. (Ex. 21 at 94-5) • • • Z 
understand the U.S. Attorney's Office has its 
own agenda and probably yoiir decisions were 
brought about by long-term es^rience in 


^ The minutes of the debriefing sessions reflect thab Ms. 
Tyler, Drogoul 's counsel, was present at every one. When Z spoke 
to her about this, she said she thought this ms true, except 
that she might have missed one or two sessions, but that her 
investigator was present at those. Z have read every page of the 
debriefing memoranda, and have actually visited the room where 
Drogoul was given his records and worked on reconstructing the 
hundreds of transactions involved. Indeed, the walls are covered 
with his notes reflecting his efforts at this reconstruction. Z 
can assure Judge Shoob that the debriefing minutes Z read refute 
Drogoul 's suggestion at his s\ibsequent Sentencing Hearing that 
through the debriefing, the government had atte^^ted to influence 
or "sanitize" his version of the events. 
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dMling with th«m things. All I can tail you 
is ths psrcsption, csrtainly ths public 
psrcsption and ths madia pareaption and ay 
parcaption was that, whan soaabody offars to 
plaad to tha antira indictaant and aaka a full 
stataaant undar oath and tha govarnaant is 
going to ba givan an opportunity to prasant 
its witnassas at a latar data if thay taka 
issua with anything tha witnass has said, tha 
parcaption is that, whan tha govarnaant cuts 
soaa othar daal promising certain banafits, 
that thara is soaa attaapt to covar up. 
(Transcript of Roaring, at 13,. attached hereto 
as Ex. 27.) 

In fact, as Drogoul*s counsel had explained to Judge 
Shoob, tha plea negotiations had bean underway for several months, 
but without success: **lfa wars negotiating tha antira tins. Wa 
have bean negotiating since X have had the case.” (Ex. 27.) 

As raflactad in corraspondanca batwaan tha OSAO and 
Drogoul*s than-counsal, Sheila Tyler, tha plea agraaaant was the 
product of a negotiation that began in aamast May 15, 1992, whan 
little Bora than two weeks raaainad before tha plea hearing. On 
Itoy 16, 19M, Ndtoasi* aad. th. initial effar to firogool to plaad 
guilty to 60 counts oC tlM Indictaant. Lsttars vara axciiangad 
botwoon Tylar and tba OSAO until May 89, utaan Tylar advisad 
Chaxtash, tha AOSh who was covaring tha easa during McKansia's 

I 

briaf absanea trea tha offica, that Orogoul was consid ag ing tha 
govomaant's ;oCfar. Aftar raviawing tha preposad plaa agraaawit, 
OrOgoul a g g aad to it on Juno 1, 1993. X do net find -it surprising 
that thosa nagotiations did not culainata in an agraaaa n t until 
shortly bofora tha June 2, 1992 s(diadid.ad data tor tha plaa 
hearing. In ny arparianoa, it is tha rule rather than tha 


114 



457 


•xc^ption that coaproaiaas such as thsss ara achiavad only at tha 
alavanth hour. 

Judga Shoob also appaarad concamad that tha govamaant, 
by "giving” up all but 60 counts of tha Zndictaant, co^proaisad its 
intarasts, which ha found inaxplicabla. Moraovar, ha appaarad to 
objact to tha participation of Chartash in tha nagotiation.** 

As astablishad by tha corraspondanea axchangad batwaan 
McKanzia and Tylar, it was McKanzia who nada tha 60 count plaa 
of far that %fas avantually takan up by Drogoul. Chartash naraly 
iaplanantad it. Moraovar, as Z hava notad, tha govamnant lost 
nothing by agraaing to a 60 count plaa bacausa it achiavad a 
naxisuB santanca anyway. 

c. Tha santancina HaariM And Ootobar,! Qrdar 

Tha plaa haaring bafora Judga Shoob was followad by 33 
dabriafing sassions with Drogoul. Tha dabriafing did not bagin 
until Drogoul spant a waak raviawing tha docunants about which tha 
USAO prpposad to quastion him. Drogoul was raprasantad by Tylar 
and/or Tylar ' s invastigator, Michaal Hutdhanson, at all dabriafing 
sassions. Tha last dabriafing took placa August 20, 1992. A naw 
attomay, Bobby Laa Cook ("Cook”) took ovar Drogoul 's 
raprasantation about that tina, and Drogoul rafusad furthar 
cooparation. 

Drogottl*s santancing haaring bagan Saptanbar 14, 1992, 

^ At ona point in tha procaadings it appaarad that Judga Shoob 
was undar tha inprassion that Chartash nay hava gona diraetly to 
Atlanta from tha DOJ in Washington to nagotiata tha plaa bargain. 
Z baliava this inprassion was corractad on tha raoord. by Mr. 
Chartash. 
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with • vMk of tMtiaony by vitncssM offered by th« govunuMiit. 
In bin inning statCMnt, cook allogod that tha U.8. intalliganea 
agancias and BIOt-RoBa had known eontaaporanaously of BNZr>Atlanta's 
unauthorixad loans to Iraq, and claiaad that tha DOJ was angagad in 
a eovar-up for political and feraign - poliey taaaons. Tha 
transcript of tha pro ea adings raflaets that Cook eentinoad to 
racaiva, and naka rafaranea to, Oongrassional. statanants, CZA 
doeuMhts and ethar aatarials throughout tha santaneing haaring. 
(Opaning statanant of Cook, Saptasbar 14, . 1992, at 25, 4S;1 
Howavar, it is not elaar what spaeifie natarials Cook had in his 
possassion to stqpport-bis rafaraneas, or bow ha obtainad tbosa 
aatarials. Tha OSAO was surprisad and distuidsad by tha Cook's 
stataaants. 

On saptaabar 21, JUdga Sboob daniad a notion brought by 
Cook to withdraw Orogonl'S guilty ploa. In tha days that followad, 
tha Court hoard tastiaony - frea witaassas eallad by Cook. ' That 
tastiaeny is too'aattansiva to raeount hara, but it is fair to say 
that at first blush, such of ih could hava appaarad to oeitflict 
with pravious . stataaants'^ aada to tha' Court by witnMsas, othar 
dafandants, and Oregeul hiasalf; 

For axaapla, on Juna 2,. whan bis guilty ploa was antorad, 
Drogoul tastifiad in a throa-hour haari n g, and addrassing tha 
quastion of Mt'S'kaowladga, said nothing aora q^ifie than that 
bis svq^riors at BHU-lteaa should hava known of his unSuthOrisad 
aetivitias: "Thay iBHIt-Kaao) warn preb^y awara that wo waxa 
axeaading our authori^." (itf. at 95.) Zn rosponsa to JUdga 
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Shoob's question whether "anybody at the hone office of BNL was 
aware of your off book set up," DroqouX stated, "I would say that 
they were not aware — not specifically . • (ld«) 

On September 30, however, Drogoul testified that his 
conduct was known to and authorized by his superiors* (Testimony 
of Drogoul, September 30, 1992 at 1713.) Drogoul stated that Pedde, 
Lombardi, Monaco, and Guadagnini "knew what was going on." (Id*) 
Drogoul also stated that he told BNL-Rome that if they wished him 
to continue the business something had to be done with Mr* 
Sardelli, because Sardelli did not know what was going on. He said 
that "within the month, a month and a half Sardelli was removed 
back to Rome." (Id* at 1807.) 

Drogoul 's reversal posed a problem for the USAO. After 
considering it overnight. Acting U.S. Attorney Brill addressed the 
Court the following day to set forth the USAO*s position. Brill 
said the government would join Drogoul 's motion to withdraw his 
guilty plea and requested that the matter be set for trial. She 
stated that the government was not willing to be part of a 
sentencing proceeding pursuant to a plea agreement, %diere the 
defendant suddenly contended he was innocent. She also informed 
Judge Shoob that the government would seek his recusal. 

Judge Shoob agreed that the matter should be tried, and 
granted defendant's motion. Judge Shoob also said that he would 
recuse himself on the government's presentation of a written 
motion, because he had already reached certain tentative 
conclusions. Judge Shoob said that his review of the evidence had 
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convinced him that BNL-Rom was H2t a victiB (Ex. 25 at 6.) and 
that its parsonnaX Xnav or had dalibarataly shut thair ayaa to tha 
obvious aetivitias at BML-*Atlanta • 

Judga Shoob alaboratad on thasa conclusions in tha 
Octobar 5 Ordar, in which ha said that tha avidanca prasantad at 
tha santancing haaring "raisad such sarious guMtions that tha 
Court concludad that thasa issuas could not appropriately ba takaa 
up on a notion for downward dapartura but should ba heard at 
trial.** (Ex. 25 at 5.) Judga Shoob appeared to baliava that the 
govamaant withheld inforaation critical to tha question of 
Drogoul*s guilt or innocanca. 

D. Judge Shoob* s Specific Charges 

Judga Shoob*s Oetjobar 5 Order aakas sarious charges 
against tha DOJ and tha USAO. Ha said tha. avidanca prasantad at 
the santancing haaring suggested that tha USAO had not fully 
investigated tha facts, and suggested that in recognition of that 
fact, they had joined Drogoul*s notion to withdraw his plea. (Ex. 
25 at 3-4.) Zn light of tha gravity of thasa charges, Z address 
below each of tha tentative factual conclusions in tha October. 5 
Order. As Z have stated^ Z cannot prasuna to place nysalf on a par 
with Judga 8hoob*a faniliarity' with tha facts prasantad at the 
haaring and his opportunity to evaluate the witnesses* credibility. 
NOnathalass, mad with utnost respect, Z^find that. certain of Judga 
Shoob* s conclusions are not siqnportad by tha record at tha 
santancing haaring or tha other avidanca Z have considarad. 
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1. Tli« KBovl«dg« of Offioiolo mt BKlfloM 

In his Octobor 5 Ordor, Judgs Shoob eoncludod first that 
officials at BNL-Rom vsrs avara of and approvsd Nr. Drogoul's 
activities. I sat forth hara aach itas ha identified in support of 
his conclusion, followed by ay own conants. 

a. Classified reports fros the CIA conclude, in part, 
that a nuabar of high-level BNL-Roaa officials 
supported Mr. Drogoul's activities. 

My analysis of this **conclusion** contains classified 
infozaation and thus is subaitted in Part II of ay Report. See 
Alee Section V, infra . 

b. A senior BNL official, Mr. Monaco, referred an 
Italian coapany seeXing financing for a aajor 
construction project in Iraq to BNL-Atlanta. 

The aere fact that Mr. Monaco referred the Danieli Steel 
Coapany to BNL-Atlanta for financing of a construction project in 
Iraq does not suggest to ae that BHL-Roae knew or was willfully 
ignorant of Drogoul's ** off -book* and unauthorized activities.'^ 
There was nothing unusual about the Danieli transaction that would 
have alerted BHL-Roae to Drogoul*s illegal activities. BNL-Roae 
was aware that BNL-Atlanta had a preexisting relationship with Iraq 
because BNIi-Rom had previously authorized certain CCC transactions 
through BHL-Atlanta. These prior dealings Bade BML-Atlanta a 
logical choice to finance the project after BHL-Roae determined 
that it would not be prudent to finance the project in Italy 

Again, I point to the four NTLs. The last of these, 
executed by Drpgoul in kpril 1989, was an agreement for an 
unsecured loan of $1,155 billion to Iraq on terms unfavorable to 
BNL, at a time when BHL was rejecting Iraqi requests for loans 
unless they were fully collateralized. 
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through thm Roao branch.'®^ 

c* Tha formar haad of BHL'a North Aaarican oparations, 

Dr. Luigi Sardalli# providad cradibla taatiaony ^ 
showing that sanior officials in Rosa approvad or 
had knowladga of Mr. Drogoul's activitias. 

Judga Shoob charactarizas Dr. Sardalli as a "straight- 

shootar" (m 3(b) balov) . I hava raviavad Dr. Sardalli *s 

tastiaony and hava concludad, as did tha draftar of tha Italian 

Parliaaantary Raport, that ha is, at bast, avasiva and 

nonrasponsiva. For axanpla, tha Italian Parliaaantary Rapprt 

notas: 


In his first haaring bafora a dalagation of 
tha Coniittaa (Novaabar 1990) Sardalli daniad: 

1. having raad tha final raport of tha 
auditor Nassara; 

2. that ha knaw that tha BNL Atlanta offiea 
had a claaring account with tha Morgan 
Bank; 

3. that ha knav that tha BNL Atlanta offiea 
had closa ralations vith Iraq. 

Subsaquantly it was astablishad that: 

as ragards point 1, tha final Massara raport 
was signad also by Dr. Sardalli; 

as ragards points 2 and 3, fros conninications 
sant to his parsonally. Dr. Sardalli had baan 
sada avara of thasa facts. 

(Ex. 20 at 91.) 

Moraovar, nona of tha points in Sardalli *s tastisony to 


As ii^lasantad by Drogoul, hovavar, tha transaction %ras 
collataralizad by BNL*s ovn funds. Thara is nothing to suggast 
that Monaco ms amra of this highly undasirabla faatura of tha 
transaction. In fact, tha avidanca I hava raviavad is to tha 
contrary. A sora datailad discussion of tha transaction is sat 
forth at Saction V, sunra . 
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which Judg« shoob nftrs •stablishM BNL's avartiiMS or approval of 
Drogoul's activitias. In fact, Sardalli taatiflad that ha had no 
parsonal Icnowladga that anyona outsida BNL-Atlanta was awara of 
Drogoul'a "off-book** activity, and that ha was convincad by 
Drogoul's statanants that nothing unauthorizad was occurring at 
BNL-Atlanta. (Tastimony of Sardalli, Saptaabar 29, 1992, at 1558.) 

(i) Sardalli '8 lattar criticising dafandant*s 
activities was navar dalivarad by tha auditor 
to officials in Rom. 

Tha fact that Sardalli 's lattar was navar dalivarad doas 
not indicate to m that BNL-Roaa knew of Drogoul*s activities. 
Sardalli *8 lattar doas not detail any of Drogoul's "off-book" 
conitaants to Iraq. Evan if it did, it could have alerted BNL 
officials in Rom only if it had bean dalivarad. 

(ii) Instead of auditing or investigating BRL- 
Atlanta, BHL-Rms officials alactad . to 
investigate Dr. Sardalli who appears to be tha 
only "straight-shooter" in tha organization. 

As noted above, I question Judge Shoob 's characterization 

of Sardalli as a "straight-shooter." In addition,; based on tha 

ayidanca I have raviavad, Judge Shoob is incorrect in his asMrtion 

that BNL-Atlanta was not audited by BML-Rom auditors. BML-Rom 

auditors did not audit Atlanta because %ihan they vara in tha United 

States, Nassara already had an audit of BHL-Atlanta underway, and 

BNL-Rom decided not to duplicate tha effort. (TastiMny of 

Sardalli, Saptasbar 29, 1992, at 1599-60.) It should also be noted 

that it was Nassara's audit report that eaufad ENL-Rom to require 

regular audits to be conducted of BNL-Atlanta to guarantM 

cosplianca with U.S., Italian, Georgia and BNL banking practices. 
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polieiM> and procaduras.**’^ 

(iii) BNL-Rom was an axtraaaly political 
organization oparating aora as an agancy of 
tba Italian govamaant than as a bank. 

Nbathar BNL-Roaa is a political organization or a bank - 

doas not baar on idiatbar bhl-Kom know or approvod of Otogeul'a 

off-book activitias. It is trua that BHXi is largaly stata-ownad, 

but I find this unraaarkabla. Z do net baliava that ona bank would 

hava dalibarataly riskad tha larga, pradictabla lessas ancountarad 

on tha "gray book” loans, at tba low spreads and faas Cbargad, avan 

for porposas of public policy or tha possibility of pelitieal gain. 

(iv) Or. Sardalli voiced bis frustration with 
BHL-Rom in testifying that tha BML-Soaa 
officials sent to tba Onitad States to 
investigate tha Atlanta branch after tha raid 
ware tba officials who should have baSn 
investigate. 

Saardalli's statanent that tha officials injecting BHL- 
Atlanta wara tha Ones who should have bean inqpactad appears to be 
based on the erroneous assumption that aanagars or officials froa 
tha head office wara inspecting BMIa^Atlanta. (Tastiaeiqr of 
Sardalli, Saptaabar 29, 1992, at 1603). The BML- h oaa Inspaetorata 
oivision, whldi X dnderstand to ba wholly iadapandant, iiisectad 
BHI(-Atlanta, and net tha aanagars and- off ieials froa tha bead 
office. (Id.) 

(V) Or. Sardalli testified that 1 m baliaVds 
officials at BHL-Roaa knew of Mr. Oregeul's 
activitias. 

Although Sardalli said that ba baliavad s oaao n a at BNZ/- 


S— Also, Section V, pupiA, idiara tha naiqf audits of BMlt- 
Atlanta are described. 
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Rom BMt havo known, ha did not of far any diraet or circuMtantlal 
avidanca of BNL-Rom*s knovladga or coaplicity in tha schaaa. In 
fact, ha nada it claar that ha navar had any convaraation with 
anyona at BNL-Rom or BNL-Maw York that ravaalad authorisation of 
Drogoul'a ” of f-book** landing. (Tastiaony of Sardalli, Saptaabar 
29, 1992, at 1558.) 

d. Thara ia avidanca that docuaanta aay hava baan 
ahraddad by BHL officiala ahortly aftar tha raid 
and that aoM filaa and docuaanta ara aiaaing. 

I hava no raaaon to baliava that -following tha raid on 
BNL-Atlanta bank, docuaanta wara ahraddad or that filaa and 
docuMnta ara aiaaing. Rapraaantativaa of tha FBI, Maw York and 
Atlanta Fadaral Raaarva, Gaorgia Dapartaant of Banking and Financa, 
BNL'a Italian Ragulatory Authority, tha Bank of Italy, and BNL*a 
aanagaMnt wara on tha bank 'a praaiaaa ahortly aftar tha aaarch. 
Any daatruction or ahradding of partinant bank racorda or filaa, 
tharafora, would hava had to hava baan conductad in tha praaanca of 
thaaa invaatigatora and ragulatora. Although Von Wadal claiaad that 
Maaaara ahraddad bank docuMnta following tha axacution of tha 
warrant on Auguat 4, 1989, Von Modal alao taatifiad that ha had 
raviawad tha filaa ha thought aight hava baan ahraddad and found 
nothing aiaaing; (Taatiaony of Von Modal, SaptaMbar 24, 1992, at 
1224.) Thia iaaua haa baan aaply invaatigatad by tha U8A0, and it 
doaa not appaar that thara ia any cradibla avidanca that thia avant 
actually took placa. 

a. BNL branchaa in Garaany, England and Canada wara 
awara of BMZ^Atlanta'a aubatantial financing of 
Iraqi purehaaaa and projacta. 
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As Z statsd prsviously, BNZi^Roms was avars that Drogoul 

had dealings with Ir^q, and I am convinced that this relationship 

may well have been known to other BNL branches such as BNL-Germany, 

BNL-England, and BHL-KSanada. This knowledge, however, does not 

support the conclusion that they all knew of Drogoul 's "off •book* 

unauthorized activities at BNL-Atlanta, or the $2 billion in IfTLs. 

The Task Force interviewed officers of BHL-Germany, BNL^London, 

BNL-Canada and BKL-Rome« These interviews show that the "off-book" 

activities of BNL-Atlanta had been effectively concealed. 

f. The Government's witnesses from Morgan Guaranty and 
the Bank of New York and confidential CIA reports 
concluded that it was well-known in international 
banking circles that BNL-Atlanta provided 
substantial financing for .Iraq's purchase of 
agricultural, military and non military products. 

Based on ay reading of the testimony of William P. 

williams. Bank of New York, and Francis J. Cole, Jr., Morgan 

Guaranty Trust Company, I must respectfully disagree with Judge 

Shoob's observation concerning the testimony of these witnesses. 

In fact, their testimony is to the contrary! 

By the Court: 

Q. Let me ask you this, Mr. Williams. Having 
been involved in international banking circles 
as long as you have, was it well-known in 
1986, '87, '88 that the Atlanta branch Of BNL 
%ras involved in substantial financial 
transactions with Iraq? 

A. No. I was never aware that they were 
involved specifically with Iraq. As I said, 
we became aware that they were involved or 
active in financing CCC. I don't recall 
whether, specifically, we were aware of Iraq. 

There was not general knowledge as you 
describe it. 
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(TMtimony of Williaas, Soptoabor 22 , 1992, at 734 «) 

Francis Joseph Cole, Jr., testified in like Banner: 

Q. Nov, was there anything the BNL-Atlanta 
clearing account that alerted you or anyone 
else at Morgan to anything unusual or 
unauthorized in its nature? 

A. No, Ba'am. 

(TestiBony of Coles, Septeaber 22, 1992, at 747-48.) 

* * * 

Q. And prior to August of 1989 did anything 
about the BNL-Atlanta account cause talk 
within your institution? 

A. Not at all. 

(Id* at 757.) 

g. The Italian Parliaaent's extensive report on the 
"BNL scandal* concludes that Mr. Drogoul was not a 
"lone wolf" and that BNL-Roae's failure to 
adequately supervise the Atlanta branch peraitted 
the continued illegal activity. 

As Judge Shoob notes, the Italian Parliaaentary 
Report criticizes senior BNL-Roae officials for inadequately 
supervising and auditing BNL-Atlanta. It also suggests that BNL 
tolerated Drogoul *s activities. As I have noted before, although 
BNL aay have known that Drogoul had exceeded his authority in 
certain activities, I cannot believe BNL would have condoned the 
MTLs. 


h. Mr. Drogoul *s co-defendant Paul Von Medel and Jean 
Ivey, a BNL-Atlanta eaployee who was granted 
iai^ity, testified that they believed that 
officials in Robs were aware of BNL-Atlanta *s 
involveaent with Iraq — testiaony the Court found 
credible. Nr. Von Medel also testified that Nr. 
Drogoul had regular access to Dr. Giacoao Pedde, 
the director general of BNL, that Mr. Drogoul aet 
with Mr. Monaco, a senior BNL official, in Ba^diGad, 
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and that Mr. Florio, anothar aanior BNL official, 
verbally approved early CCC loans to Iraq. 

I share Judge Shoob ' s concerns that many of 

Drogoul * s recent allegations about his relationship with BNL-Roae 

suggest that BNL-Rome "should have known” of certain of his 

activities. However, I believe that his allegations establish 

nothing nore than an area calling for further investigation. 

Although Von Hedel and Ivey suggest that someone at BHL-Rome must 

have "known," to date neither Von Hedel, Ivey nor any other BHL- 

Atlanta employee has provided any direct or circumstantial evidence 

of BNL-Rome's knowledge or complicity in Drogoul’s scheme.^® Now 

that they have received immunity, they have no reason to withhold 

information. 


i. Mr. Drogoul *s first attorney, Theodore Lackland, 
testified credibly that several individuals 
involved with the allegedly fraudulent transactions 
told him that officials in Rone were aware of the 
transaction and in fact had in their possession one 
of the allegedly fraudulent loan agreements (MTL- 
4 ). 

I have to give little weight to Lackland’s testimony 
that employees at BNL-Atlahta told him that they believed BNL-Rome 
]cnew of BNL-Atlanta’s activities. These e^loyees have not come 
forward and testified as to BNL-Rons’s awareness of Drogoul ’s 
activities based on their personal knowledge. Indeed, several 
testified that they assisted Drogoul in concealing the loan 
transactions from Rome and the Italian and U. 8. bank regulators. 


I have set forth at length in Section V, mBChf Von Hedel’s 
repeated statements, in response to the Court’s questions at Von 
Hedel ’s plea hearing,^ that BNL-Atlanta’s "off book’’ activities 
were not authorized. 
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which is inconsistent with a bslisf that BNL-Rom was aware of the 
scheae. Moreover, Bruce Kirwan, an attorney for BNL, had already 
testified at an earlier proceeding before the Court that BNL did 
not have MTL-4. Lackland's hearsay testimony should not outweigh 
this. 

j. As the "victim” in this matter, BNL-Rome may be 
able to recover $1-2 [sic] billion in unpaid CCC- 
backed loans to the Iraqis. 

The Indictment generally alleges that defendants 
defrauded the CCC by issuing standby letters of credit, in 
connection with the CCC Export Enhancement Program, in excess of 
amounts authorised and representing to the CCC that BNL-Xtlanta was 
a bank qualified to issue such letters of credit (Counts 225-40, 
45) ; registering a commodity sale in excess of the true port value 
(Counts 222-224) ; and falsifying two CCC payment guarantees (Count 
245) • The CCC, however, did not suffer any losses with respect to 
these transactions because the standi^ letters of credit and the 
falsified payment guarantees lapsed, and all payments were made on 
the commodity sale registered in excess of its port value, before 
there was any loss claimed against the CCC. Therefore, whether BNL 
is the "victim" or the "villain” is irrelevant here because the CCC 
has not suffered any losses as a result of the alleged frauds. 

k. Ilhen notified of the [sic] August 4, 1990, raid, 
Mr. Drogoul returned immediately to the United 
States, leaving his family in Prance. He met with 
BNL officials in New York, was furnished an 
attorney idio was to be paid by the bank, and 


Judge Shoob incorrectly states that $1-2 billion is the 
amount of unpaid CCC-backed loans. The actual amount is $347 
million. 
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continued as managar of tha Atlanta branch for a 
waak. 

In ay opinion, Drogoul*s ratum to tha Unitad Statas 

doas not suggast that BNL-Rooa knav of or participatad in hia 

illicit activities. Zndaad, his ratum was not ianadiata. Ha 

first stopped in London to confer with his Iraqi contacts vho 

instructed hia to ratum to Atlanta to aaintain tha appearance of 

noraality. A passage in which ha describes his Iraqi aaating is 

worth quoting at length, because it addresses Judge Shoob's point: 

In retrospect, Drogoul seas that ha was again 
aanipulatad by the Iraqis for their own 
purposes whan they urged hia to iaaadiataly 
ratum to tha Unitad Statas to - do daaaga 
control and give tha appearance of noraalcy 
after schaaa delation on August 4, 1989. This 
occurred whan Drogoul iaaadiataly called Taha 
in London whan ha learned of tha August 4th 
search of BNL-Atlanta while vacationing in 
Paris. At Taha 's urging, Drogoul flaw froa 
Paris to London arriving on Saturday night 
soaa 15 hours after his call to Taha. By this 
tiaa Ali «ras also present. Drogoul skipped 
dinner and went directly to All's rooa where 
he, Ali, Taha and Fidel Jawad Kahdua, the 
attorney for the Iraqi Ministry of Industry 
and Military Production, aet for a nuaber of 
hours. Ali was on the phone to Baghdad at 
least 25% of the tiae. The ultiaate 
conclusion of the Iraqis — which Drogoul had 
already reached hiaself but not shared — was 
that Drogoul 's presence in Atlanta would help 
with daaage control, give aore appearance of 
noraalcy^ than had Drogoul becoae a hunted 
fugitive and hopefully encourage continued 
funding under the unused portions the NTLs • • 

The Iraqis were quite upset when Drogoul 's 
return did not alleviate altogether their 
probleas arising froa the BNL-Atlanta s ca n dal 
which they perceived as interfering with 
getting the additional $1.2 billion in CCC 
guarantees they sought in October 1989. 

Although Ali was often coarse and not always 
as subtle as others in the Iraqi network, such 
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as Taha, ha was a succassful sanipulator in 
his andaavors vith Drogoul including obtaining 
tha avar incraasing MTLs in avar incraasingly 
[sic] fraquancy and sagnituda, distracting 
Drogoul from tha incraasingly avidant 
conclusions that HTL purchasas vara for non- 
civilian usaga and finally convincing him to 
ratum to tha Unitad Statas aftar tha avants 
of August 4, 1989 without disclosing Iraqi 
criminal cosplicity in tha schasa to dafraud 
BHL-Atlanta. (Namorandum of Juna 23, 199Z, 

Drogoul Zntarviav. ) 

It should also ba notad that at tha tiaa of tha saarch, 
tha natura and scopa of tha fraud had not baan astablishad. Tha 
fact that BNL-Rosa did not imnadiataly fira Drogoul and, in fact, 
initially of farad to provida his vith counsal is, in sy viaw, sora 
indicativa of tha uncartainty of tha situation than of BHL-Rom's 
complicity 


1. Nr. Drogoul *s chiaf mantor at BNL in 1986-87 
ratirad from BNL in 1987 and bacama a consultant at 
Entrada, a dafandant in this casa and a participant 
in tha schasa. 

Mr. Guadagnini*s accaptanca of a consulting position at 
Entrada subsaquant to his ratiramant at BNL raisas soma ^astions. 
I baliava that both Drogoul *s own statamants, and tha information 
providad by Pamala Prossar, go far to addrass tham. In tha vrittan 
statasant ha praparad for his attomays, Drogoul axplainad that ha 
bagan tha practioa of "skipping" loans off tha books ^ to bids 
transactions from Guadagnini: 

During ay visit to Vaniea, our Ragional 


Ninutas of tha August II, 1989, BNL Board of Diractors 
aaating stata that Drogoul was "taa^rarily laid off without pay" 
on this data. Iharaaftar, according to aaating minutas datad 
Saptaabar 6, 1989, Drogoul was disehargad from amploymant as of 
tha Saptaabar 6 board aaating. 
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Manager Nr. Guadagnini was criticiaad by his 
auparior for allowing tha Atlanta Branch to 
maintain a eonaidarabla axcass for Raf idain 
Bank # . Hy regional nanagar sat down with 
■a thara and told aa to clear jxp tha 
problem.'^ 

Upon my return to Atlanta, Paul, Tharaaa, 

Robert, Mala and Z decided that tha beat way 
to handle tha situation would be to skin tha 
tatgttl fmounts off tha books on tha last day 
of tha month, on tha dw tha computer 
reports ware examined by Roma.^ 

(Ex. 16 at 4.) 

Thus, it is unlikely that Guadagnini could be charged 
with eosplicity in Drogoul*s sehama. Moreover, Prosser, an Bntrada 
asployaa, stated that Guadagnini had no daeision^nudeing 
responsibility at Entrada, and was leapt isolated from the BNL- 
Atlanta transactions once he arrived. To that extent, Orogoul*s 
testimony at the sentencing hearing implicates Guadagnini in the 
BMIi-Atlanta scheme on new grounds, however, Z do think that further 
investigation of his knowledge is warranted. 


Indeed, Orogoul was rep e a t edly warned that formal 
authorization from Roma was mandatory avan for loans guarantaad 
by tha U.8. Govammant (IaM*# CCC) and that approved credit lines 
could not be excee d e d . 

Because of this "skipping" (or "slippage," as it was 
somatimes refarred to by BML-Atlanta amployees), Drogoul fait 
comfortabla in assuring managamant that his Fiscal Year 1985 $100 
million CCC authority had navar baan axeaeded: 

Total $93,206,495.61 [CCC for Zraq Rafidain] Ma wish to 
point out that these figures have bean triple checked 
by us and that they reflect our outstanding under this 
facility. The final maturities are accurate. Previous 
reports, idiich have required that we reflect manually 
month by month maturities under each loan, were not 
accurately reflected. Me apologize for this error. 

(Ex. 3.) 
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2. thm ZBTMtig«ti 0 B BBd ProBBeutioB of Mr. Drogoul 

In thB OctobBr 5 ordBr, JudgB Shoob also chargad that tha 
USAO's failura to invastigata sarioualy %rhathar BKL-RoBa knav of 
Drogoul* a activitiaa was **couplad with or provokad by tha 
involvanant of othar dapartaants of tha Unitad Statas GovamBant 
[Bhich] indicataa an affort to abaolva BHL-Rom of conplicity in 
tha Atlanta branch loans to Iraq." (Oct^Mr 5 Ordar at 9-10.) 
Spacifically, Judga Shoob chargad that DOJ was staaring tha USA0*s 
conduct of tha casa and that, in turn, DOJ vaa i^proparly 
influancad by tha Dapartaant of Stata and othars. (Id* at 14.) 

As sat forth abova, I hava axhaustivaly raviavad tha 
facts ralavant to tha suggastion that tha DOJ diractad tha USAO*s 
prosacution, and to tha furthar suggastion that othar agancias or 
branchas of tha U.S. Govamsant iaproparly intar farad with DOJ 
and/or tha U8AO in tha conduct of tha casa. X do not raaeh tha 
Sana conclusion. In faimass to Judga Shoob, prasuaptuous though 
it Bay ba, I vantura to suggast that had ha baan abla to raviav tha 
saaa aatarials, ha would concluda as I did. I find Judga Shoob's 
spacific chargas against tha USAO, and his concam about tha 
intarfaranca of othar agancias, to ba inaccurata. I will addrass 
briafly his spacific chargas, hovavar, which ara as follows: 

a. High laval officials in tha Justica Dapartaant and 
tha Stata Dapartaant aat with tha Italian 
Aabassador to discuss tha casa. Thay appaarad to 
halp staar this casa and gava support to BML-RoBa*s 
position that it was a victia in this aattar, 
assuring tha aabassador that thara **would ba no 
surprisas" for tha Italians. 

I hava intarviawad tha paopla involvad in this aattar in 
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th« DOJf th(B USAO and thf D^f^artamt of Stata, including a nunbar 
of high ranking officials All unaquivocally and consistantly 
statad that no political or ia^xqpmr: prassura had baan brought to 
shapa this casa. Raprasantativas froa tha USAO hava axplicitly 
statad that thay fait, "absolutaly^ no prassura” to altar thair 
invastigation or prosaeutiva dac^ionsr and that thair off ica was 
not daniad accass to tha infonation it naadad to conduct a 
thorough invastigation My invastigation has ravaalad that tha 
only "prassura” placad on tha USAO vas tha DpJ's insistanca that 
tha USAO fully invast igata all aspacts of this casa, and that thay 
not foraclosa tha possibility that BML-Rona vas involvad in tha 
Atlanta landing schanaJ^ Tharafora, notwithstanding nhat may 
hava occurrad at tha uppar raachas of tha Italian and Amarican 
goyammants, I hava found that tha coursa of tha invastigation was 
not iaproparly influancad. 

b. Tha Justica. Dapartmant eancallad invastioators' 
nacassary trip to Italy and Turkay, vhara thay 

Inaandttd ao InterviMW banb eSSioisls mnd others 

with knovladga of tha transactions and sehama. 

My invastigation shows that tha Justica Dapartmiuit did 
not cancal any trips to Italy or Turkay by tha invastigators. 

(1) Tiirkay: Tha USAO had plannad to go to Turkay in 

January 1990, to obtain tha tastimony of Yavus Tasallar pursuant to 
a plaa agraamant with his aaployar, Entrada Intamational, Ltd. It 

My own axparianca taachas sa that if tha USAO prosacutors 
had fait, any prassura, ona or mora of tha many maabars of thair 
Task Forca would hava (a) suspaetad it and (b) disclosad it. 

As axplainad abova, tha only "Indictmant dacision" aada by 
tha DOJ vas to drop tha CBI as a dafandant. 
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was thought that hia taatiaony would provida infonation about 
transactions in which BHL*Atlanta angagad. DOJ askad tha USAO to 
dalay tha trip bacausa it fait that furthar invastigation of tha 
BNL-victiv thaory was nacassary bafora tha trip procaadad. By May 
1990, whan DOJ ultiaataly gava paraission for tha trip, Tazallar 
had dacidad to withdraw his of far to cooparata, and tha trip bacaaa 
unnacassary. 

(2) Italy: According to USAO, tha plannad trip to Italy 
bacama unnacassary bacausa BNL-Rona agraad to bring its 
raprasantativas and docuaants to Atlanta. 

c. Tha Italian anbassador aat with than-Attomay 
Ganaral Richard Thornburgh in tha Spring of 1990 
and told hia that incriainating BNL-Roaa in thasa 
transactions would ba tantaaount to "a slap in tha 
faca” of tha Italians and would not ba undarstood 
by tha govamaant in Italy. 

As 1 hava notad, I hava taJcan Mr. Thornburgh’s sworn 
tastiaony. Ha doas not racall such a convarsation, but ha is fira 
on tha subjact that ha did not axart any prassura on tha DOJ othar 
than to aova tha casa along. 

d. Tha local prosacutor in this aattar racaivad ona or 
aora highly unusual and inappropriate talaphona 
calls froa tha Nhita Housa Offica of Lagal Counsal 
about this, indicating tha potantial aabarrassaant 
laval of tha casa. 

Althou^ MCKanzia did racaiva at least ona talaphona call 
froa Jay Associate Counsal in tha Mhita Housa, Bybaa has 

statad that tha call was placed solely to gather publicly available 
inforaation about tha status of tha BML invastigation that was 
relevant to tha decision whether to extend additional CCC 
guarantees to Iraq. MeRansia states that this call had no affect 
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on the investigation, and I have seen no other evidence that this 
might have been so,. 

e. The draft indictment was delayed by the Justice 
Department from early 1990 until the end of the 
Gulf War, February 1991 — almost one year. Also, 
the plea bargain in which Mr. Drogoul agreed to 
plead guilty to only 60 counts rather than 347 and 
initiated by an assistant prosecutor when the chief 
prosecutor was out of the city effectively silenced 
Mr. Drogoul who had announced his intention to sake 
a full disclosure at the plea hearing. 

Earlier in this Report I set out in detail the month-by- 
month handling of the BNL matter from August 1989 to July 1991. My 
investigation shows that the only "delay" occasioned by the Justice 
Department (or by any other outside Department or Agency) was the 
delay that resulted from the DOJ's insistence that the USAO conduct 
a thorough investigation and fully consider the possibility that 
BNL was in complicity with Drogoul. I also find that the time 
frame within which the Indictment was brought — approximately 18 
months after the initial search of BNL-Atlanta — was entirely 
reasonable considering the complexity of the underlying 
transactions and the scope of the investigation this case required. 

1^ views as to the fairness and validity of the plea 
agreement, and manner in idiieh it was reached, are also set forth 
in this Section, muprm . 

f. The Government failed to produce and, apparently, 
made no effort to bring in any knowledgeable bank 
official from Rome — including Pedde, Guadagnini, 
Monaco, Plorio — for the Sentencing Hearing. 

I view this decision as a valid exercise of prosecutorial 
discretion. This was a sentencing hearing, not a trial, and some 
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constraints on the scope of he hearing were appropriate Tvo 
of these witnesses reside in Italy and are not within the subpoena 
power of the U.S. court. Had they agreed to appear voluntarily, it 
is likely they would have done so only at the government's expense* 
The two witnesses who reside in New York were, of course, available 
to the defendant, too, had Mr. Cook chosen to call them. 

g. The Government failed to interview Wafai Dajani, 
despite evidence of his substantial involvement 
with the scheme, when he was in Atlanta and had 
agreed to meet with the prosecution. Mr. Dajani, 
who has ties to the King of Jordan, was not 
indicted. 

I take this charge to suggest that Wafai Dajani, had he 
been interviewed, would have implicated BNL-Rome in Drogoul*s 
activities. The USAO has been interested in Dajani for some time. 
Just prior to his repudiation of his plea agreement, Drogoul had 
begun in his debriefing sessions to report his conversations with 
Dajani, which suggested some leads to BNli-Rome's knowledge. 
(Memoranda of Drogoul Interview, August 18 and 20, 1992.) Those 
debriefing sessions, however, were terminated by Drogoul. This 
limited information should be pursued, for it could lead to BNL- 
Rome, Dajani himself, or both. In any event, as 1 have noted 
before, the decision not to indict Dajani was based on the 
insufficiency of the evidence, not on any perceived political or 


I would have been vary troubled by this decision if the 
proceedings had been a trial on the guilt or innocence of 
Drogoul. Here, however, he had admitted everything, including 
that his actions were unauthorized. The USAO did have an 
obligation to show the Court the details of Drogoul 's acts, which 
they attempted to do through Wade's testimony » The Italian 
witnesses would have been unable to describe the transactions. 
Aside from Wadi, only Drogoul was in a position to do so. 
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oth^r ground* 

h. ZnvMtigaton wort blockod by tha Dopartaant of 
AgricuXtura frm Intarviaving Iraqi officials vbo 
vara in tha Unitad Statas nagotiating CCC 
guarantias and latar vara prohibitad froa 
travailing to Iraq to intarviav potantial co* 
conspirators and vitnassas. 

Thara is no avidanca that USOA pravantad invastigators 
froa intarviaving Iraqi officials* In Fabruary 1990 , Nuallar spoJca 
vith McKanzia about a USOA proposal that tha Stata Dapartaant 
approach tha Iraqi govamaant to allow U*S* govamaant officials to 
intarviav Iraqi nationals in connaction vith tha BNL invast igat ion* 
At that timm, USDA vas attaapting to dataraina vhathar to axtand 
furthar CCC cradit guarantaas to Iraq, and had launchad its ovn 
ragulatory invastigation* Tha tvo agancias plannad to cooparata in 
intarviaving tha vitnassas* DOJ vrota to tha Dapartaant of Stata 
proposing that tha issuanca of CCC cradits ba cenditionad on Iraqi 
cooperation* Mcasnsia latar aiqprassad conoam at this proposad 
linkage, as wall as thm wlsdaa eS USOA's plan te provlda tka Iraqis 

vith a list of thair questions in advance* Although USDA 
raprasantativas vent to Baghdad for tha intarviavs^ tha USAO 
decided not to pursue tha aattar. According to NeXOnzia, tha USAO 
vas convinced that tha Iraqis irould deny ooaplioity but than 
charactariza thair Mating vith tha USAO to ba "cooperation” 
entitling thaa to tha additional $500 million in ezradits. The USAO 
decided that such a tradeoff vould not ba vorthvhila, and on that 
ground Mda tha decision not to travel to Iraq* 

i. In early 1990; Atlanta prosaeutors mat with BSL- 
SOM lavyars, diseusaing tha bank*a position as a 
victim. 
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I understand this coaasnt to suggest that there was a 
relationship between the USAO and BNL-Rone that did not allow the 
USAO to maintain its independence in analyzing the case* After the 
USAO had begun to pursue the BNL victim theory, the prosecutors 
reasonably found it important to consult BNL concerning the extent 
of the harm suffered. This meeting does not reveal any intent on 
the part of the USAO to absolve BNL-Rome of complicity in the loan 
scheme, nor did I find any evidence to suggest that the prosecutors 
otherwise acted inappropriately in their dealings with BNL-Rome* 

j • The American Ambassador to Italy notified the 
Secretary of State, Justice Department and others 
in the Pall of 1989 that BNL 's management was 
worried about the prosecution of the case and 
wanted it raised **to a political level" and to 
achieve "damage control." 

I find it unremarkable that BNL-Rme, which is almost 
wholly-owned by the Italian Government, would employ idiatever 
diplomatic channels it had available to prevent publicity that 
could damage its position in the international banking comaunity. 
It is obvious that any efforts it made to avoid publicity failed 
profoundly. In any event, as I have now noted several times over, 
there is no evidence that any political or diplomatic contacts 
influenced the prosecution of this case. 

k* Katrix Churchill, an Iraqi front company that was a 
clearinghouse for weapons procurement, was not 
indicted, although one of its officers was. 

This issue is discussed in Section V above. As I noted 
there, the decision not to indict Matrix Churchill was a reasonable 
prosecutorial judgment. 

1. The Government has provided no credible explanation 
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for ita failur* to indict nafai Dajani, Matrix 
Churchill, Bnka, and tha i^tral Bank of Iraq. 

Tha daciaion of tha OSAO not to. indict Wafai Dajani, 

Matrix Chur^ill and tha Cantral Bank of Iraq hava baan discusaad 

in datail abova. Saa Saction V, aunra . Tha OSAO did not indict 

Bnka, tha parant ccapany of Bntrada, bacauaa thara waa inauffieiant 

avidanca. Howavar, onca Bntrada plaadad guilty and bagan 

cooparating, docunanta and taatinony bacana availabla through tha 

Bntrada plaa agraaaant. Bnka eaaa forward and providad vitnaaaaa 

purauant to a cooparation agraaaant. At an Octobar 22, 1992, 

confaranea in Judga ShoOb'a ehuibara, Judga ShoA indicatad that 

hia concama about Bnka involvanant in tha adiana to dafraud «rara 

aatiafiad by tha ai^lanation of farad by Bntrada* a attomay. 

s. xatalliganoa Agaaeiaa and Claaaifiad Znfonatioa 

Judga shoob'a Octobar 5 (hrdar, in Parts c and O, raiaas 

quaationa ra g ardi n g tha O.S. Intalliganoa Ceaaninity'a awaranaaa of 

BNL-Atlanta'a ralatienahip with Iraq. Ha alao assarts that OSAO 

nay hava baan daniad aocasa to claaaifiad infemation that could 

hava providad avidanca in tha caaa. Judga Shoob'a concam appaarad 

to doriva fren tha fact that during tha Drogoul aantancing haaring, 

on Saptaabar 23, 1992, tha OSAO praaantad Judga Shoeb with CIA 

cablaa. Judga Shoob baliavad that tha cablaa auggaatad "that BHL- 

Rona waa awara of Mr.' Drogoul'a activitiaa and was not a viotin of 

tha allagad fraud," (Bx. 29 at 4.) and that tha p r o a ac u tora nay 

hava baan "blookad by aganciaa with political agmdM fre« 

davaloping a full picture of the affair." (Bx. 2S at 13.) 

Having raoaivad tha claara n oaa na o a aa ary to raviaw 
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clussifittd information in tha coursa of my invast igation, i am not 
at libarty to disclosa in this Raport that classifiad information, 
avan though soma of tha information may hava baan publicly 
disclosad by othars. I praparad an unclassifiad dascription of tha 
avants I am abla to discuss, tdiich is sat forth as Saction X of 
this Raport* 

That summary asqplains that %ihila tha channals for 
dissamination of intalliganca information ara imparfact, 
particularly within DOJ, thara is no indication that thasa channals 
vara dalibarataly blocJcad to pravant tha DOJ or tha USAO from 
raviaving any intalliganca information* In fact. Task Forca 
raprasantativa Art Wada raviavad classifiad documants in Dacambar 
1990 or January 1991, bafora tha Xndictmant was ratumad, and thosa 
documants had baan obtainad by DOJ and mada availabla to tha USAO 
bafora than* Wada raviavad intalliganca information again on 
Saptambar 13, 1991, than with U.S* Customs Agant Richard Horton, 
and McKanzia, Chartash and Wada raviavad cablas on April 30, 1992* 
Whila soma of thasa intalliganca raports do discuss vhathar ”BNL- 
Roma knav,” tha USAO raprasantativas did not find tham convincing, 
and I am convinced that tha USAO mada its prosacutiva decisions 
%diolly independent of tha contents of this intalliganca* 

Judge Shoob appears to suggest that intalliganca 
community avaranass of BWL-Atlanta's commercial relationship with 


Tha DOJ was chaiqpioning tha view that BML might not be a 
victim iman it received tha cables* Presumably it would hava 
baan eager to share tha intalliganca information with tha USAO 
had tha information tended to show BML coi^licity* 
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Iraq is surprising. Hovsvsr, ths Middls East EconoMie Piasst 
articls dsaonstratss that in banking eirclss, at Isast, BNL-Atlanta 
was wall-known for its transactions with Iraq undar tha CCC 
guarantaa prograa. Zn any avant, Z do not saa why this awaranass 
is ralavaht to tha prosacution of Drogoul. 

Having had tha opportunity to raviaw a vast aaount of 
aatarial ralatad to tha Drogoul prasantation, Z find no avidanca 
that tha USAO sought to provida a "sanitizad* varsion of tha facts. 
Tha USAO's santancing haaring at that haaring accords with tha 
avidanca as Z know it; Drogoul *s statanants do not. Moraovar, as 
sat forth abova, any suggastion that tha Drogoul prosacution was' 
staafad by tha DOJ or any othar agancy is tinfoundad. 

4. Assassasnf of Drogoul 

Zn concluding vy axanination of Judga Shoob's chargas 
against tha USAO and tha DOJ# Z think it appropriata to provida ay 
assassaant of Drogoul. Obviously his cradibility is a critical 
alaaant in avaluating idiathar tha USAO and tha DOJ procaadad 
proparly in this aattar, and in tha futura as a withass. 

Drogoul *s cradibility is vulnarabla. Von Uadal, Vho knaw 
hia bast, confiras this. Zh'%is dozans of dabriafings, Drogoul 
contradictad hiasalf rapaatadly and fraaly adalttad that ha 
rapaatadly liad his way out of situations whafa tha truth would 
hava ravaalad his sOhaaa: to tha Iraqis, to Von Wadal, to tha BML 
auditors, to Past Karwick, to BHL branch aanagars, to Sardalli, to 
Guadagnini, to Monaco, to his lawyers, to dabriofing agents, to tha 
USAO, and to tha Court. Thus, in tha discussion that follows, Z do 
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not suggest, in contrasting his statsaents and positions at one 
time with those at another time, where the truth is to be found. 

The record is replete with Drogoul's admissions that, 
during the period of the scheme at issue, he lied to BKL personnel 
in Europe, the Regional Office in New York, and in his own branch 
as to what he was doing. There were numerous audits in 1986-1989 
by BNL internal auditors, governmental auditors from the Federal 
Reserve, General Accounting Office and the State of Georgia, and 
’*extemal’' auditors from Peat Marwick. Drogoul fooled them all at 
each point when he was about to be caught in his scheme. 

When the house of cards collapsed on August 4, 1989, 
Drogoul, who was in Paris at the time, did not return directly to 
Atlanta as he persuaded Judge Shoob to believe. He went to London, 
to an emergency meeting with high-ranking Iraqis, to discuss %diat 
course he should take. They met, and Drogoul was directed to 
return to Atlanta. 

Immediately upon his return, he * agreed to meet with 
prosecutors, investigators, auditors and BNL and Bank of Italy 
officials. Among his answers to their questions were the 
following: 

" He had returned to Atlanta of his own free 
will, uninfluenced by the Iraqis. 

— The Iraqis did not know the loans were 
unauthorized; they believed they were approved by 
Rome. 

— The MTLs were unauthorized and unapproved by 
Rome. 

— He, Drogoul, had not been bribed nor had he 
taken any pay-offs, but Von Nedel had. 
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Lktar h« «u to stoto: 

Ho hod gono to tondon to dotoraino what tho 
Iraqis trantad hla to do. 

— Tho Iraqis know tho HTLs woro not author izod. 

Ho had told thOB that diroetly and also 
through Dajani. Thoy had aanlpulatod his into 
ratuming to Atlanta so that tho NTL loan 
agroooonts could bo drawn upon (tho last ona, 
imc4, for 91.1SS billion bod just boon agroad 
to in J^ril 1989 on bohalf of BNL by Drogoul) . 

— ’ Drogoul bad boon brlbod. 

Siailarly, Drogoul elaiood during a pross intorviow in 
lata March or oarly April of 1992, that BML-Rom know tho "gist" of 
his activitias at BNlr-Atlanta. This Intorviow was r^ortad in il 
Monlfosto . an Italian publication. Whilo acknowlodging that Monaco 
"was awaro of alaost ovorything [BNI<>Atlanta was] doing," Drogoul 
contondod that Sartorotti, Croff, and others whea bo doclinod to 
naao, also know. 

Additionally, Drogoul stated that if BML>Atlanta had boon 
provided with "just a little aero tiao," tho transactions would 

h«v« approved by BMX^-Rom and pub on thm beota* Aeeerdlng be 

Drogoul, bhd purpoM of bho ”groy books” ms not to doedivo BML- 
Rons, but to ddfond Drogoul and othors st Bn-Atlsnts agsinst 
Sardslli, BHL-Atlanta's Nanagar of North AMrica. Nhan Padda 
visitad tha UoS. in Oetobar, 1988, Drogoul allagadly told hia to 
gat Sardalli "off [his] back.” Sardalli laft BNL shortly 
tharaaftar. 

Yat, two Bonths latar, in Juna of 1992, Drogoul plaadad 
guilty to 60 counts of an Zndictaant praaisad on tha thaory that 
BNL-Roaa ms a vietia, and atatad bafora tha Court that ha did not 
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think his superiors knew of his **off book* activities. 

The only element of the early recitation that did not 
change in the many debriefings in 1989, his 122*page statement of 
September 1989 he gave to his lawyers, his conferences with his 
attorneys, his statements to the Court when he pleaded guilty to 
defrauding BNL by his "unauthorized* activities, and in his 
numerous debriefing sessions following entry of his guilty plea, 
was that his *off book" or "grey book" activities had not been 
authorized by his superiors. 

How do I account for his decision to change course? I 
can only speculate. His attempt to explain away his earlier 
statements by claiming that the government had pressured him to say 
his activity was unauthorized is utter nonsense to anyone who has 
read all of the debriefing memoranda, as I have. Does he contend 
that the government, at an early debriefing, pressured him to say 
he told the Iraqis the HTLs were unauthorized? Does he contend 
that the government was pressuring him when he composed his 122- 
page statement for his lawyers, or when he sat with Williams & 
Connolly, or when in open Court on June 2, 1992, he pleaded guilty 
to unauthorized activity? Finally, having sat for well over twenty 
days of debriefing — with his attorney, Sheila Tyler and/or her 
investigator present — does he contend that they sat quietly while 
the government told him what to say? 
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Legislators and ths press have lodged various cliarges 
against the DOJ and the USAO for conduct indirectly related to the 
BNL natter. My treatment of then is set forth belov. Excluded 
fron the discussion which follows is the subject of the handling of 
intelligence infomation, a subject treated at the close of this 
Report. 

A. Allegations of Xnproprieties 
ineide the Juetiee Denartnent 

1. Xnproprieties Zn Response To The Oonsales 
connittee Subpoena Requests 

Representative Gonzales has alleged that ”[a]t the 
request of the £DOJ] the Federal Reserve withheld hundreds of BHL- 
related docunents" fron the Gonzalez Connittee. (Testinony of Rep. 
Gonzales before the Gonzales Connittee on the Judiciary, June 2, 
1992, at 27.) Representative Gonzalez also alleged that after his 
own Connittee "was forced to subpoena the docunents, the Federal 
Reserve, at the insistence of the Justice Departnent, redacted in 
whole or in part over 80 of these docunents." (Id*) According to 
Chaiman Gonzales, "[t]he unredacted versions clearly showed that 
the Justice Departnent was seeJcing to thwart the connittee*s 
investigation or to withhold infomation enbarrassing to the 
adninistration." (Id*) In ny review of the naterials, I have 
found nothing that indicates that the DOJ acted inproperly in 
giving advice as the Federal Reserve decided whe t he r to redact or 
withhold certain docunents before turning then over to the Gonzales 
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On October 3, 1990, Chairman Gonzalez requested that the 
Federal Reserve produce to his Committee documents relating to BNL. 
Two days later, Urgenson prepared a memorandum confirming his 
telephone conversation with Virgil Mattingly (**Mattingly") of the 
Federal Reserve, in which he told Mattingly that DOJ "could not 
advise him to withhold production of the documents." Urgenson made 
it clear to Mattingly that while "the request may be unduly 
oppressive and burdensome in light of the number of documents 
sought and the short time for production [the] decision on 
coi^liance should be made on advi[c]e of Federal Reserve Counsel." 
Mattingly responded that the Federal Reserve did not intend to 
produce the documents on Friday, and that he did not want to take 
any steps that would interfere with the [DOJ] Investigation. 
Urgenson then said that any advice DOJ gave "regarding production 
would have to made after review of the request and trould concern 
specific items." 

It appears that Urgenson and Mattingly spoke again on 
October 10, 1990. Mattingly advised that he had proposed providing 
the Committee with copies of the Federal Reserve examination report 
after deleting references to the criminal investigation. Mattingly 
asked that a Fraud Section attorney review the report and other 

Chairman Gonzalez refers specifically to four redacted 
documents that apparently demonstrate the impropriety of D0J*s 
conduct or advice. 
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doeuMnta that vara covarad by tha Coaaittaa'a raquaat. Pursuant 

to Urgvnson's raquast, Clark arrangad to aaat with Mattingly in 

ordar to raviav tha docusants. 

Polloving Clarkes raviav, on Octobar 15, 1990, Urganson 

vrota to Mattingly and listad tha 25 axaaination raports that 

containad inforaation rasponsiva to Gonsalas* raguast. Tha Padaral 

Rasarva proposad to ralaasa radactad eopias of aight of tha raports 

to tha Conittaa* Urganson suggastad that ravisions ba sada to tha 

proposad Fadaral Rasarva radactions, and all but ona of tha 

ravisions involvad ra-insartions of aatarial that tha Padaral 

Rasarva had oaittad. Urganson notad thats 

[Y]our filas contain othar satarials 

rasponsiva to tha Octobar 3, 1990 raquast of 
tha CosBiittaa. Thasa includa contaaporanaous 
notas or raports praparad by Padaral Rasarva 
ascaainars vho ara assisting in tha oriainal 
invast igat ion. Ifhila disclosura of thosa 

aatarials at this tiaa vould intarfara vith 
tha conduct of tha criainal invast igat ion, va 
hava agraad that your rasponsa to tha 
Coaaittaa vill claarly rafar to tha axistanca 

of oueh ma^oriolo. Zf peooiblo, wo weulU 

appraciata racaiving a copy of tha taxt of 
your proposad rasponsa to tha Coaaittaa. 

On Octobar 23, 1990, tha aaabars of tha Gonsalas 

Coaaittaa aat to approva a subpoana for docuaants ralating to tha 

BKL aattar to ba sarvad on, aaong othars, tha Padaral Rasarva Board 

of Poraignars and tha Padaral Rasarva Banks of Atlanta, Los 

Angalas, Mav York and Chicago. That saaa day, according to a 

aaaorandUB prmpmxmd by Clark, Mattingly spoka vith Clark and 


Tha tvo initial sats of subpoanas vara issiiad in Movahbar 
and Dacasbar of 1990. 
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explained that tha Fadaral Rasarva had **no axparianca in daaling 

with Congrasaional subpoanas.'* Mattingly askad Clark "if thara vaa 

anyona at DOJ Scnovladgaabla in tha araa with whoa ha could diacuaa 

tha procadura and principlaa involvad." 

Tha naxt day, Octobar 24, raprasantativas froa DOJ, 

Exiabank, Dapartaant of Coaaarca, PBZ, Unitad Statas Cuatoaa 

Sarvica, Dapartaant of Traaaury, OLC, Fadaral Rasarva and tha 

Dapartaant of Agricultura aat at tha Offiea of Lagislativa Affairs 

ragarding tha aforasaid subpoanasJ^^ At tha aaating Ton 

Rainhardt (OLA) circulatad a docunant ha had praparad antitlad 

"Draft Procaduras for Procassing Docuaants." 

On Octobar 25, 1990, Urganson vrota to Rainhardt 

axprassing DOJ's "principal concam" with tha draft procaduras. 

Organson statad that "inplaaantation [of tha procaduras] would 

appaar to placa [DOJ] squaraly batwaan tha Coaaittaa and tha 

various dapartaants and agancias idiosa inforaation is sought by 

that Coaaittaa." Urganson statad, in unaabiguous tarns: 

Our intarast in tha procaadings bafora tha 
Coaaittaa is liaitad solaly to lagitiaata 
concam of idiathar inforaation concaming tha 
criainal invastigation baing conducted by tha 
U.S. Attorney's Office in Atlanta — and 
potentially haraful to tha successful 
prosecution of charges arising froa that 
invastigation — will be disclosed. To this 
and, wa should seek to review and aaka 
raconaandations concaming only those 
aatarials which tha requested parties baliava 
contain inforaation tha disclosure of which 


On Octobar 23, 1992, tha Gonzalez Coaaittaa had also aat to 
approve subpoenas for Coaaarca, Treasury, Custoas, Export-Zaport 
Bank, and Agricultura. 
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could mttmet tbo eriainal proeoM, loaving 
•aeh agoney to dataralna for itself idisthor to 
withhold proprietary or doliborativo 
satorials. 

Tbo next day, October 26, Urgenson wrote to Itukstele and 
McKenzie in the OSAO, requesting that they draft a Mnorandus to 
thm various intorostod agoncios diaeusaing tha typaa of aatariala 
which should ba radactad. Xn raaponaa, Rukatala of farad tha 
auggastion that tha originals ba aaintainad and that "aatarial 
which Bight otharwiaa ravaal inforaation concaming conduct of tha 
criminal invastigation” not ba discloaad, including grand jury 
aatariale Lastly, Rulcstala racoBBsndad that "coBBittaa raguasta 
for axplanationa • • • should ba avoidad." 

During tha naxt savaral waaks, Clark, along with tha 
Atlanta proaacutora, raviawad Fadaral Raaarva docuaanta to 
datamina which docuaanta, or portions tharaof, would, if 
discloaad, advarsaly affact tha BML prosacution. Ha also suggastad 
cartain radactionse On Novaabar 21, 1990, NCKansia wrota to Clark 
listing rMsons tor raCacting or withholding spacific Fadaral 
Rasarva docuaanta, including: witness safety, witness harassaant, 
intimidation and obstruction, discouraging witness cooperation, 
revealing trial strategy, revealing attorney work product, 
violating understandings of confidentiality, encouraging subjects 
to flea, protecting aatarial under seal pursuant to Court Order, 
and tha ban on disclosure of plea nagotiationse 

On February 20, 1991, tha Zndictaant was ratumade 
Accordingly, Clark inforaad Urganson that tha redacted aatariala 
which had previously bean provided to tha Gonsalas Coaaittaa would 
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have to be reevaluated to determine what could be released now that 

the Indictment had been returned. Clark stated **that it would be 

necessary for [McKenzie] to review the material again— *on a line by 

line basis— >and make absolutely certain that she was on strong 

ground for denying this material to the Committee." Clark followsd 

this up with a letter to Brill dated March 13, 1991, in which he 

encouraged that the materials be reviewed with the objective of 

releasing as much of the information as possible to the Committee. 

On March 27, 1991, Clark confirmed the DOJ's position on 

redactions in a memorandum to Urgenson idiich provided as follows: 

As you know, when we asked the Federal Reserve 
to make redactions in the materials requested 
by Chairman Gonzalez , it was for the sole 
purpose of protecting the U.S. Attorney's 
investigation from premature disclosure of 
information — not to protect anyone from 
embarras[s]ment. Furthermore, following the 
indictment, we asked the U.S. Attorney's 
office to review all redacted materials to 
determine to what extent more of the material 
may be released to the Congress. We have not 
— and should not — assert interference with 
the criminal prosecution as the basis for 
redacting any records prepared by an agency as 
a result of the normal operation of its 
programs. 

On April 9, 1991, McKenzie confirmed that certain 
previously redacted portions of the Federal Reserve documents, such 
as certain references to a previously sealed search warrant, could 
be disclosed to the Gonzalez Committee. She identified additional 
Federal Reserve documents, or portions thereof, idiich could now be 
released without impeding the ongoing criminal prosecution. On 
April 17, 1991, McKenzie disclosed additional portions of 

documents. 
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On Nay 17, 1991 , DOJ's n. Lm ravIs (OXA) vrota to 
Chainan Gonzalaa stating that DOJ would now of far to his Conittaa 
tha opportunity to raviaw on a eonfidantial, no*notas basis, 
unradactad varsions of eartain docuaanta that praviously had baan 
providad to tha CosBittaa in radactad fora. 

Chairaan Graanspan wrota to Chairaan Gonsalas on July 26, 
1991, ragarding subpoanas that had baan issuad by tha Gonsalas 
coaaittaa on Nay 17, 1991. Chairaan Graanspan aaqplainad that aany 
of tha raquastad docuaants alraady had baan providad to tha 
Gonsalas Coaaittaa in radactad fora and that naarly all of tha 
radactad inforaation had baan withhald at tha raguast of DOJ, 
bacaiisa it parcaivad that praaatura diselosura of eartain 
inforaation would hara tha prosaeution. In li^t of tha 
outstanding subpoanas, howavar, tha Board of Govamors transaittad 
to tha Coaaittaa tha unradactad copias of tha docuaants idantif iad 
in tha subpoanas. 

It is claar f roa a raviaw of this saguanca of avants that 
tha DOJ's racoaaandations to tha Padaral Rasarva ragarding tha 
radaction or withholding of docuaants was not aotivatad by an 
affort to "thwart tha coaaittaa *s invastigation or to withhold 
inforaation aabarrassing to tha adainistration, " as Chairaan 
Gonsalas had allagad. DOJ raprasantativas wars invitad into tha 
procass — tha subpoana, aftar all, was dlractad to tha Padaral 
Rasarva — to protact tha intagrity of an ongoing, vary high 
profila prosaeution. As Urganson assartad, tha DOJ was eonoamad 
"only [with] thosa aatarials. . .tha diselosura of whi^ could 
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Early on, Urganson claarly indicatad that tha Fadaral 
Rasarva would hava to notify tha Gonzalaz Coamittaa that cartain 
documanta wara baing vithhald to protact tha proaacution afforta. 
Tha afforta of tha DOJ in thia ragard ara parhapa baat illuatratad 
by Clark* a atataaant that tha USAO would hava to raavaluata all tha 
docuaanta following tha Xndictaant **on a lina by lina baaia [to] 
■aka abaolutaly cartain that [thara ia] atrong grounda for danying 
thia aatarial to tha Comittaa.** 

Clark alao axpraaaly atatad in an intar-off ica mmmormdum 
that **wa aakad tha Fadaral Raaarva to maka radactiona • • . for tha 
aola purpoaa of protact ing tha U.S. Attomay'a invaatigation froa 
praaatura diacloaura of information, not to protact anyona froa 
aBbarraa[a]aant«** Tha approach of tha DOJ ia alao avidancad by tha 
raviaw procaaa, which waa rapaatad at varioua atagaa, and which 
culminated in Chairman 6raanapan*a ralaaaa of all pravioualy 
redacted documanta. 

Notwithatanding tha foregoing, it ahould be noted that on 
October 2, 1990, over one month before any of tha document 
aubpoanaa wara iaauad, Reinhardt wrote to Maloney and Richard to 
update them on Chairman Gonzalez* raquaata for tha production of 
documanta and vitnaaaaa in a hearing before hia Committee. Tha 


The raguaata wara directed at aavaral aganciaa, including 
tha Comptroller of tha Currency, tha Fadaral Raaarva Board, tha 
Fadaral Dapoait Znauranca Corporation, and tha Agricultural 
Commodity Credit Corporation. 
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mraorandum notas that: 

Ky faars of Gonzaloz trying to put thia 
together'Vhile Kaeping ua in tha dark, aaaa to 
ba matarializing. If you want ma to gat an 
Adminiatration poaition on no infonation on 
BNL, than I hava to gat moving on it. Wa can 
do it aithar by calling togathar tha playara 
and trying to raach agraamant amongat 
ouraalvaa, or kicking it up to OMB and than 
giva inatructiona to tha othar aganciaa 
involvad. Although it ia a pain in tha nack 
to do, my choica ia to bring in tha aganciaa 
and raach an agraamant with tham. 

Rawls and Attomay Paul Colborn racaivad copiaa of tha mamorandum. 

Tharaaftar, on Octobar 4, 1990, Halonay informad Nuallar 

that "Diractor Sassions is to atta^pt to saa Gonzalaz aithar this 

aftamoon or tomorrow morning. Failing to parsuada Gonzalaz will 

nacassitata a call on handling of tha subpoana raguasts.” (E-Hail 

from Halonay to Huallar, datad Octobar 4, 1990.) Tha parson to ba 

callad is not idantifiad. In addition, tha massaga furthar notas 

that "if subpoanas ara issuad, this casa may provida tha vahicla to 

litigata axacutiva privilaga issuas in tha contaxt of a raquast for 

info concaming an ongoing criminal invastigation by Congrass." 

Tha concams of tha OOJ attomays and tha USAO raflact 

thair naad to protaet tha ongoing criminal proaacution, thoaa 

concams ara valid. To tha axtant thair coamants indicata that 

thay wara apprahansiva about tha political ramifications of tha 

subpoanas, Z hava found no avidanca that thay aetad on thosa 

apprahansions or on any othar i^propar basis in rasponding to tha 

subpoanas. Horaovar, tha Fadaral Rasarva, which tha DOJ advisad, 

ultiMtaly fully compliad with tha subpoanas. 

Accordingly, thara is no basis for furthar invastigation 
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into this aattsr. I find clsar and convincing avidanca that tha 
abova-discussad acts wars undartakan by tha DOJ to protact tha 
ongoing BNL invastigation and prosacution, not to block 
Raprasantatiya Conzalas's invastigation. Tha DOJ and tha US AO vara 
obligatad by lagal constraints to raviav tha Padaral Rasarva 
docuaants and withhold or radact thosa which would jeopardize tha 
invastigation or expose Grand Jury aatarial. It cannot be true, as 
sons have iaplicitly suggested, that tha DOJ and tha USAO vara 
subject to crisinal culpability unless they sada a full and 
coaplata disclosure to tha Gonzalez Cosstittaa at tha risk of 
violating their obligation under other lairs. 

2. Zatarfaraaoa With Italian Xavastigatioa 
Tha Italian Paflianantary Connittaa issued a preliminary 
"Final Report" concerning its invastigation into the BNL natter in 
tha early part of 1992.^^ That Preliminary Report, at page 20, 
alleged that tha Italian Connittaa was prevented fron interviewing 
Drogoul and others "especially because of the continuously hostile 
position on such contacts taken by tha United States Attorney in 
Atlanta in conformity with Justice Department policy. Soma 
have charged that this position was part of a broader "covarup.” 

A raviav of tha material made available to me does not 
suggest that either tha USAO or tha DOJ interfered with tha Italian 
Conmittaa^s invastigation, let alone that a cover up existed. To 

Tha exact data of this Preliminary Report is not raflactad 
on tha document. 

These comments did not appear in the Final Report issued on 
April 22, 1992. (Rift Bx. 20.) 
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thm contrary I attorney a for both tho USAO and the DOJ aada 
thanaalvas available to representatives fros the Italian Cosoaittee 
on several occasions. 

For exaaple, on Septesber 21, 1990, Daniel Lippean (OZA), 
Rex Young (OIA) , Urgenson, NOKensie, and Wade Mt with 
representatives frow the Italian Cownittee to discuss the BWL 
natter. On October 3, 1990, another meeting was held between DOJ 
attorneys and Italian representatives. A third nssting with 
representatives from the Italian delegation took place on January 
3, 1991. USAO and DOJ representatives attended the January 3 
■eating, as well as NCXensie and Wade. Also present was Robert 
Kennedy, Senior Bxaainer of the Federal Reserve Bank of Atlanta. 
Two other ■eatings with DOJ representatives and Italian Comittee 
representatives tobk place on NarA 19, 1991, and July 19, 

1991. 

It appears that the comnents of the Italian Coanittee in 
it.m Iteport m^mm tram ita difficulty in arranging voluntary 
interviews with witnesses in the united States. Contrary to the 
Italian Coaaittee's perception, however, neither the USAO nor thw 
DOJ prevented anyone from speaking with the Italian Coanittee, 
notwithstanding concerns that the interviews could adversely ii^ct 
upon the U8AO*s prosecution. The relevant documents accurately 

other meetings were held with the Italian prosecutors. For 
example, in mid-March of 1990, the USA0*s Mcxensie and Alexander 
and members of the USAO*s investigative team met with NOntaldi, 
the Assistant Prosecutor of the Italian Republic. On J^ril 8^ 
1991, Brill and McKenzie wrote to Montaldi explaining the Fed. R« 
Grim. P. 6(e) prohibition on the release of either Grand Jury 
documents or testimony. 
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rttflttct thm positions of ths DOJ and ths USAO. 

On Nay 29, 1991, DOJ*s Drs%f Arana (OXA) sant a aaMrandua 
to Clark of tha Fraud Saction concaming proposad voluntary 
intarviavs of vitnassas by Zanalli, Counsal to tha Italian 
Cosaittaa. Through tha Italian Consulata in Naw York, Zanalli had 
invitad a nuabar of witnassas to spaak inforaally with hia and 
othar raprasantativas froa tha Coaaittaa. Attachad to Arana's 
aaaorandua was a thraa-paga list of intarviavs schadulad for tha 
vaaks of Juna 3, and Juna 10, 1991. In anothar aaaorandua vrittan 
on Nay 29, Arana notifiad Richard, also of DOJ's Fraud Saction, of 
tha proposad voluntary intarviavs schadulad by Zanalli, stating 
that Zanalli vas uncartain which vitnassas hava agraad to ba 
intarviavad. 

Tha naxt day. Nay 30, 1991, NcXanzia vrota to Laura J. 
Barsalla (OIA) stating that Zanalli *s proposad intarviara could 
advarsaly ispact tha USAO's prosacution of tha BNL aattar. In a 
talaphona convarsation vith Barsalla that sana day, NCXanzia statad 
that sha objactad to Zanalli *s proposad intarviavs bacausa sha vas 
concamad about an "Ollia North problan,” vharaby BNL targats could 
latar claia that tha Italian Conittaa had givan than iamnity fros 
prosacution. NcXanzia also statad that sha had no objaction to 
Zanalli intarviaving prasant BNL aiqiloyaas sinca thay ara, in 
affact, a^ployaas of tha Italian Govamaant. (Naaorandua froa 
Barsalla to Fila, datad Nay 30, 1991.) 

Nhan NcXanzia and Clark spoka about tha intarviavs, it 
vas agraad that Zanalli should ba providad vith a lattar to ba 
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giv«n to tho proposod vitnossoo that would aaka it claar that tha 
Italian Conmittaa could not confar inunity. (IdL) This procadura 
was confiraad in a May 30, 1991, MBorandua from Urganson to Arana. 
In his namorandua, Urganson suggastad that Zanalli ba fumishad 
with a lattar to ba givan to aaeh of tha witnassas stating that DOJ 
had racaivad notica of tha raquastad intarviaws, that it 
undarstands tha intarviaiis to ba voluntary, that no immunity is to 
ba confarrad upon tha witnass undar Italian law, that no immunity 
from Uni tad Statas prosacution should ba impliad, and that, if 
coiqpallad by Court ordar, tha Unitad Statas prosacutors would 
produca mamoranda of tha intarvia%rs. 

On Nay 31, 1991, DOJ's Nalonay wrota to Zanalli 
axprassing D0J*s eoncams that tha intarviaws would advarsaly 
impact tha USAO*s prosacution. Nalonay raquastad that Zanalli 
dalay tha intarviaws until tha USAO*s prosacution was complatad. 
Nalonay, howavar, want on to stata that if Zanalli did procaad with 

Interviews, Zanelli should eloerly inSorm oeeh witeoso thmt. teo 
Italian invast igation is unralatad to tha USAO prosacution and that 
thair cooparation with tha Italian invastigation should not ba 
considarad as any typa of immunity from prosacution. Nalonay also 
asKad for copias of any promisas mada to witnassas by tha Italian 
Committaa. 

On May 31, tha day Malonay*s lattar was sant to Zanalli, 
Zanalli callad Barsalla and statad that by conducting voluntary 
intarviaws ha was only doing what ha could to conduct his 
invastigation. Ha also statad that whila ha was willing to haar 
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McKmzi«'s eoncams, h« mamt talk to vitnosaoa Who voro willing to 
talk to him. Zanalli addad that if cartain vitnasaaa did not want 
to spaak with hia, ha would hava to **taka tha naxt stap, which aay 
involva asking for halp undar traatias and statutas." 

On Juna 2, 1991, Barsalla and Zanalli spoka by talaphona 
onca again. Tha purpoaa of tha call, according to a aaaoranduB 
praparad by Barsalla, was to aaka DOJ*s position on tha intarviaws 
"known" to Zanalli. Barsalla axplainad that, undar tha Unitad 
Statas systaa, intarviaws of witnassas ara usually liaitad bacausa 
"whan witnassas ara intarviawad it is oftan tha casa that tha 
dafandant and his attomay [will hava] accass to tha reports of tha 
intarviaws. Tha aora tiaas soaaona is intarviawad, tha aora 
reports ara ganaratad, and tha aora aatarial tha dafansa aay hava 
to work with." Barsalla noted that it was for this reason that DOJ 
had raquastad tha fJ.S. Congressional coaaittaas to postpone their 
interviews. Barsalla also raised tha iaaunity concerns for 
Zanalli, specifically referencing tha HfiCth decision as "another 
reason wa hava asked Congress to postpone its intarviaws of . . . 
witnassas of potential defendants." 

Having said all this, Barsalla asked Zanalli to postpone 
his intarviaws. Barsalla sada it clear, however, that if Zanalli 
"fait ha Bust proceed with voluntary interviews of witnassas there 
was vary little wa could do « . . [although] wa ara not in a 
position to assist hia in his intarviaws.” Barsalla than want on 
to Bake tha saaa thraa raquasts aada by Malonay in his lattar of 
Hay 31 in tha avant Zanalli alactad to go forward with tha 
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intmrvimvBi (1) make it clear to each witness that the Italian 
investigation is not related to the U.S. prosecution; (2) make it 
clear to each witness that cooperation with the Italian 
investigation cannot be construed as giving the witness any type of 
iBBunity from prosecution; and (3) provide DOJ with copies of any 
promise made by the Italians to any witness. 

Zanelli told Barsella that "he had no problem at all in 
abiding by" the first two requests. Zanelli raised concerns, 
however, with protecting plea bargains entered into under the 
Italian law. 

On June 3, 1991, Barsella and Zanelli spoke once again by 
telephone. In her memorandum of that conversation, Barsella notes 
that Zanelli indicated that %diile "most of the Italian witnesses 
[BNL employees and other people in the Italian Banking community] 
said that they would probably come to be interviewed • . • most 
American witnesses have indicated that they prot^ly won't come." 

During a subsequent conversation between Barsella and 
Ettore Laurenzano (a colleague of Zanelli 'a) , it was confirmed ^at 
the Italian Committee had informed all witnesses, who had thus far 
been interviewed, that the Italian Committee investigation was not 
in any way related to the U.S. proeeeution and that their 
cooperation with the Italian Committee cannot be construed as 
immunity for the witnesses. This was all confirmed in a June 5, 
1991, letter from Zanelli to Kaloney. 

On June 7, 1991, Clark sent a memo to Urgenson noting 
that "interviews are being conducted in New York by Professor 
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Zan^lli* and that Barsalla "has not hoard of any furthor 
difficultioa or problou with tho intorviovs.” 

According to a MBorandun prepared by Baraella, Zanelli 
and Barsella, during the July 19, 1991, meeting at DOJ, again 
discusaed the interview situation. Zanelli stated that soee 
eeabers of the Italian Parliament would blame the United States 
Government for the failure of some witnesses to voluntarily come 
forth for interviews. Zanelli also reiterated what he had told 
Barsella on Nay 31 that he may resort to a formal treaty request to 
gain access to the witnesses. After some discussion with Barsella, 
Zanelli said that he understood that his preliminary investigation 
nay not qualify for assistance under the treaty, but that he felt 
obliged to make the request in any event. 

On July 25, 1991, apparently having been prompted by a 
letter from Zanelli suggesting otherwise, McKenzie informed Arena 
that she had "told all witnesses and/or their lawyers that they 
were free to talk with whomever they want and they are free not to 
talk, if they don't want to." 

On August 2, 1992, Maloney wrote to Zanelli stating, in 
part, that Barsslla had informsd him (Maloney) of 'Zanelli 's 
"disappointment that certain potential witnesses in the BNL natter 
did not accept [ZMelli's] invitation" to be interviewed. Maloney 
"assured" Zanelli "that any decisions by these witnesses not to be 
interviewed were their own." Maloney went on to state that the 
"Justice Department cannot instruct any witness to speak, or not to 
speak with a third party. That is a decision that witnesses must 
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maJca on thair own, with tha advica of thair attornaya.** Kalonay 
invltad Zanalli to contact McKanzia to gat a Hating of attornaya 
rapraaanting vitnaaaaa ”to diacuaa [with than] tha poaaibility of 
quaationing” thair clianta* Malonay alao notad that ha undaratood 
that Zanalli conta^latad filing a traaty raquaat to aaak 
aaaiatanca in coapalling tha appaaranea of vitnaaaaa at intarviava* 
Malonay atatad that ”[i]n all lilcalihood, a raquaat froa your 
invaatigativa coaaiaaion could not ba antartainad undar tha 
traaty.* Malonay alao raaindad Zanalli that DOJ "raaaina willing 
to aaaiat your invaatigation to tha axtant auch aaaiatanca ia 
authorizad by Unitad Stataa lav." 

On Auguat 23, 1991, Zanalli %rrota to Malonay 
acknovladging hia Auguat 2 lattar and atating that ha (Zanalli) had 
a liat of attornaya and thair clianta idiom tha Italian Coamittaa 
might ba intaraatad in contacting. Zanalli infomad Malonay that 
ha would "chack tha liat* with McKanzia. Zanalli alao confirmad 
**tha undaratanding that any potantial vitnaaa would ba claarly 
adviaad of tha natura of our invaatigation aa unralatad to tha 
activitiaa of [DOJ] and not conduciva to any aort of egnaidaration 
of immunity.* 

During tha naxt faw montha, McKanzia and Zanalli 
corraapondad and McKanzia auppliad Zanalli information eoncaming 
cartain doeumanta. Zn a lattar datad Daeambar 18, 1991, MOKanzia 
offarad to diacuaa any concam Zanalli may hava with raapact to 
accaaa to doeumanta. 

Zn ra^ponaa to a traaty raquaat, cartain matariala wara 
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umnt to tho Italian Conittaa on Fabruary 13, 1992, undar covar of 
lattar froa Baraalla* Grand Jury aatarial was not aant, and 
Barsalla atatad that to tha axtant Grand Jury aatarial is disclosad 
during tha trial "it will than bacoaa accassibla." Subaaquantly, 
Clark and Nalonay axchangad E-Mail, coaaanting that tha praliainary 
Italian Sanata Raport was "off basa" in its allagations that Unitad 
Statas prosacutors intarfarad with tha Italian invast igation. 

Finally, on March 4, 1992, Arana vrota to Egrago Dott 
Palaiari ratuming tha traaty raquast , noting that "tha Mutual 
Lagal Assistanca Traaty in Forca batwaan our two countrias was 
navar intandad to ba usad on bahalf of, and wa will not grant 
assistanca undar tha traaty for usa by, lagislativa bodias*" Arana 
furthar statad: 

Although tha Dapartsant of Justica has ho 
obligation undar tha traaty to randar 
assistanca to tha parliaaantary conission, 
saabars of tha Dapartaant hava aat with tha 
spacial counsal for tha coaaission, Profaasor 
Enrico Zanalli, on a nuabar of occasions ovar 
tha last yaar, including a aaating in October 
attended by Deputy Assistant Attorney General 
Paul Maloney, Professor Zanalli, and several 
senators who are aaabars of tha Parliaaantary 
Coaaission. All Baabars of the Dapartaant 
hava continuously expressed to tha coaaission 
their willingness to assist tha coaaission *s 
work in whatever way they can without 
jeopardizing tha criainal case that is 
currently pending in Atlanta. Indeed, ovar 
tha last yaar. Prof. Zanalli has regularly 
asked tha prosecutor in Atlanta for assistanca 
regarding documents and transactions that hava 
bean axaainad in tha course of tha Atlanta 
investigation. On every occasion, tha 
prosecutor attaaptad to provide Prof. Zanalli 
with tha raquastad inforaation within tha 
constraints of our laws, such as tha law that 
iaposas secrecy upon inforaation by a grand 
jury. 
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Based upon this background, thore is no roasonable basis 
to conclude that either doj or the USAO interfered with the 
Italians' access to witnesses or docuaents. ffhile concern was 
expressed with the interviews Zanelli was proposing, DOJ 
representatives repeatedly made it clear that they could not stop 
Zanelli froa proceeding* The DOJ requested certain procedures to 
protect the USAO's preeecution, which Zanelli, for the most part, 
agreed to. In addition, the naaes of the attorneys representing 
defendants and witnesses were offered to Zanelli so that he could 
contact then to try to arrange interviews. Lastly, even though the 
Italian treaty request was ultiaately rejected as without basis, 
docuaents were still provided to ^e Italian Conaittee. 

Z conclude that there are no reasonable grounds to 
conduct a further investigation in this aatter. The USAO 
cooperated with the Italians beyond what was required of thea. 
There is no suggestion of criainal activity in this behavior. 

3. ifct mtqta BM ihrtddlag iMldwt 

On Novenber 6, 1992, Z received a letter, via facsiaile, 
froa Bobby Lee Cook, foraer counsel for Drogoul, inforaing ae of a 
possible incident of BML docuaent shredding at the "Security 
Division" of DOJ. Codk had received a telephone call froa Robert 
Fricker ("Kicker") of the ABA Journal. J^n^arently Kicker heard 
froa a fellow journalist, who allegedly had been contacted by a DOJ 
employee, that individuals, in the "Seourity. Division" were 
shredding BNL docuaents. 

Zn response to this inforaation Z iaaediately asked the 
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FBI to intorviov PricKor. That saM day, Novoabar 6, an FBI agant 
locatad Frickar in tha paasangar lobby of tha San Antonio 
Intarnational Airport during a layovar on hia flight from Chicago 
to Montarray, Maxico. At that tiaa, Frickar agraad to ba 
intarviavad thara. Although ha rafuaad to idantify hia aourca, 
Frickar axplainad that on a acala of ona to tan, tha varacity of 
hia aourca of infomtion vaa a ”fiva«” Friclcar haa atill baan 
unabla to furthar varify thia inforaation, aa of tha aoat racant 
FBI contact with hia* Additional FBI invaatigation into tha aattar 
haa indicated that thara vaa no truth to thia report* 

In light of tha foregoing I aaa no need to furthar 
invaatigata thia iaaua* I have returned tha FBI 'a aaaorandua of 
intarviava and other docuaantation. 

B. Allagatioaa of Zapropriatiaa 
OTtaidf the PtpartttaA 

!• Allagad Dapartaaat Of Conaroa Zapropriatiaa 
On October 30, 1992, I received a latter froa Senator 
Donald W* Riagla, Jr. , Chairaan, United Stataa Senate Coaaittaa on 
Banking, Houaing, and UrtMUi Affaira, raguaating that I racoaaand 
tha appointaant of a "atatutory Independent Counaal to invaatigata 
and proaacuta poaaibla violationa of law," by tha Dapartaant of 
Coaaarca and ita Under Secretary for Bxport Adainiatration, Dannia 
Kloaka* (Latter froa San. Riagla to Frederick B. Lacey, dated 
October 30, 1992.) These allegations coneam tha allagad 

alteration of copies of export lioanaa doeuaaiita provided to tha 
Coaaarca, Conauaar and Nonatary Affaira Subooaaittaa of tha House 
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ConittM on Govomaont Oporations (tha "Barnard Subcouittaa") in 
rasponsa to an Octobar 1990 raquaat by Raprasantativa Doug Barnard, 
Jr«, Chairaan, for inforaation on tha licanaing of axporta of dual 
usa goods to Iraq. 

Xn rasponding to Raprasantativa Barnard, parsons in tha 
Coaaarca Dapartaant undar tha diraetion of Kloska bbtainad a 
coaputar printout froa tha Coaaarca Dapartaant *s databasa systaa. 
Tha printout containad antrias for assort licansas which dascribad 
tha products involved as "ailitary vahiclas" or "vahielas dasignad 
for ailitary usa.” Bafora tha printout was sant to tha Barnard 
Subcoaaittaa, Kloska ordarad tha description of tha trucks to be 
altered, delating tha word "ailitary” froa tha description and 
changing tha antrias to read "coaaarcial utility cargo trucks," 
"coaaarcial utility cargo vahiclas” or "vahiclas.” 

As a result of tha Barnard Subcoaaittaa investigation 
into these alterations, and tha surrounding publicity, tha Coaaarca 

D«par^MnC*s QmnmrmX Counsel Xtim CammmrGm 
Dapartaant's Inspector General review tha natter. On June 4, 1991, 
tha Inspector General issued his report, stating that inforaation 
on 68 export licansas had bean altered. Tha report noted that, in 
several instances, tha alterations vara "unjustified and 
aislaading.” (Coaaarca Inspector General’s Report, dated June 4, 
1991.) 

On June 25, 1992, Kloska subaittad a written stataaant to 
tha House Judiciary Conaittaa in idii^ ha stated that ha Changed 
tha description of the trucks "to provide Congress with a aora 
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accurat# dascription of tha vahiclaa and to uka elaar that tha 

Dapartaant of Conarca was not axcaading its jurisdiction by 

licansing tha axport of conbat vahiclas.*' r sss Raport of tha 

Attomay Ganaral to tha Housa Conittaa on tha Judiciary, datad 

August 10, 1992, at 28.) Niiaarous vitnassas, hovavar, hava 

quastionad Kloska's altaration of tha truck dascriptions. (Idj.) 

Tha FBI has dalivarad to mm tha various raports of 

vitnass intarviavs and I hava axasinad tha fila in this nattar. 

Hhila thara ara soaa inconsistancias in tha vitnassas* stataaants, 

thay ganarally support Kloska's varsion of avants and his statad 

raasons for changing tha dascriptions. 

Hovavar, additional satarial fros Sanator Riagla has com 

to my attention vhich, in ay opinion, varrants further 

investigation into this natter. In his Novaabar 25, 1992, latter 

to aa, Sanator Riagla states: 

16 nonths hava nov passed since tha Justice 
Dapartaant began to raviav a fornal request by 
Housa Subconaittaa Chairaan Barnard to pursue 
apparent criainal activity regarding tha 
ConMrea DapartMnt's axport licansing 
practices regarding Iraq. 

As Mntionad in ay previous latter, certain 
axport licenses of sensitive Mtarials to Iraq 
%rara later altered by tha ConMrea Dapartaant 
and than forMlly subaittad to Congress in a 
falsified fora. 

Tha Inspector Ganaral at tha ConMrea 
Dapartaant has already datarainad that certain 
of thoM docuaant alterations vara 
unjustified. With thaM facts nov knovn it 
sasM to M that at least thrM specific 
criainal statutes appear to hava bean 
violated. 
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Aft^r discussing ths background of Kiosks *s changss to 
the truck description. Senator Riegle next refers to another 
document formally submitted to Congress by the Commerce Department 
"in a falsified form." 

I have enclosed one such document alteration 
so it is clear iihat took place. In this 
instance, Commerce Department officials 
deleted the words: "According to our 

information the end-user is involved in 
military matters." This deliberate and 
willful deletion concealed from the Congress 
the fact this shipment was made to a military 
end-user in Iraq. 

(lAi.) 

The document referred to in the foregoing quotation deals 
with a shipment of equipment from the Hewlett-Paclcard Company to • 
the Salem A1 Din Establishment. The original version of the 
document provides: 

ECCM-1531-FREQ. SYNTHESIZERS 4 EQUIP. 

CONTAINING (SPECIF.) ENDUSE: ACCORDING TO OUR 

INFORMATION THE END-USER IS INVOLVED IN 
MILITARY MATTERS. ENDUSE INFORMATION: THE 

ORDERED PRODUCTS WILL BE USED IN CALIBRATING, 

ADJUSTING AND TESTING ON A SURVEILLANCE RADAR 
SUPPLIED BY THOMSON. 

In the version submitted to Congress, the Commerce Department 
deleted the words "according to pur information the end-use is 
involved in military matters," so that the document appeared as 
follows: 

BCCM-153I-FRSQ. SYNTHESIZERS 4 EQUIP. 

CONTAINING (SnCIF.) ENDUSE: THE ORDERED 

PRODUCTS .WILL BE USED IN CALIBRATING, 

ADJUSTING AMD TESTING ON A SURVEILLANCE RADAR 
SUPPLIED BY THCNISON. 

Senator Riegle also enclosed a copy of a memorandum from 
Iain S. Baird to John Young (cc: Robert Xugelman and Jack Floyd), 
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dated March 22, 1991. The memorandun notes: 

During the recent "crash" project in producing 
a "sanitized" copy of the Iraqi license 
printouts, a member of your staff was 
instrumental in assisting OEL in completing 
this task: • • • • [He] worked long after the 
end of his work day to assist my staff in 
producing the necessary information. • 

[His] efforts made it possible for us to meet 
the time frame requested by Under Secretary 
Kloske .... 

Upon receipt of Senator Riegle*s November 25 letter, 1 
immediately requested interviews or reinterviews of Baird, Young, 
Kugelman and Floyd. Although Kloske is no longer with the 
Department of Commerce, I asked the FBI to reinterview him 
regarding the alteration to the Hewlett-Packard export license. 

On December 3 and 4, 1992, the FBI reinterviewed Baird and Young 
and interviewed Floyd and Kingham Khamvongsa, a Department of 
Commerce computer specialist. The FBI has atteiqpted, on numerous 
occasions, to contact Kloske but has been unable to do so. A final 
unsuccessful attempt was made on December 7, 1992. 

I have reviewed the FBI's records of these interview and 
note that Baird and Floyd explain that the Department of Commerce's 
Export Regulations, covering proprietary business information, 
prohibit the release of exporter and consignee identifications. 
Whether the removal of the phrase "according to 'our information the 
end-user is involved in military matters" is an appropriate 
deletion is an issue which must be resolved* 

Since it is now clear that Kloske 's alteration was not 
the only alteration in the printout before it went to the Barnard 
Subcommittee, and in light of the Baird memorandum, Z cannot say. 
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on this infonutien, that i hava elaar and convincing avidanca that 
no ii^ropar aotiva axistad. X baliava that furthar invastigation 
into this aattar is nacassary. 

a. ailaaad Shgaddina at Mn.-Malatad BoeuMata at naaa 
Following ay i^ointaant as Ind^andant Counsal, I 
laarnad of allagations that docuaants ralating to tha involvaaant 
of tha OSOh In tha CCC guarantaad loan prograa to Iraq vara baing 
shraddad by USOA ai^loyaas. i iaaadiataly callad tha FBI and 
laarnad that Diractor Sassions alraady had agants invaatigating tha 
aattar. I hava raviawad tha raports of tha FBI's invastigation, 
and it appaars that tha docuaants tfhich %rara shraddad wara 
iunralatad to tha BML invastigation; indaad, thara doas not appaar 
to ha any violation of fadaral lav. 

This aattar is aceorataly suaaarisad in a Novaabar 2S, 
1992 aaaorandua praparad by tha FBI Spacial Agant who conduotad tha 
invastigation. X will draw froa that aaaorandua in tha following 
saction. 

on octobar 27, 1992, tha Xnspaotor oanaral's Offioa and 
Sacratary of Agriooltura of tha U80A was notif iad of thxaa sq^arata. 
inquirias froa Oongrassional ooaaittaas into tha allagad 
dastruotioa of docuaants by Or. Sarita Sohetta, Oaputy 
Adainistrator, Agricultural Stabilisation and Oonaarvation Sorviea 
(tha "Consarvatioa Sarvioa*) , and har staff. 

Froa Octobar 27 to 29, 1992, Spooial Agants of tha 
Xnspactor Ganaral eonduetad intarviaws of OBOA aaployaos to 
dotaraino tha validity of thaaa allagations. Thssa intarviaws 
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shoved that no USDA eaployee had shredded, removed or destroyed 
documents relating to USDA's involvement in the BKL matter. The 
only documents shredded were Dr. Schotta's draft responses to a 
September 1992 Audit Report prepared by the Inspector General on 
the Conservation Service. Drafts of Dr. Schotta's response to the 
Audit Report were circulated for review to personnel within the 
Conservation Service and other departments within the USDA. When 
a subsequent draft was distributed, the earlier draft was retrieved 
and shredded as a means of document control. Dr. Schotta explained 
that the shredding of the earlier drafts followed normal procedures 
for her office. Since June 1992, a shredder had been maintained 
within Dr. Schotta's office space. 

A portion of the Inspector General's Audit Report was 
critical of certain procurement practices of the Conservation 
service, specifically the hiring of a firm to process complex 
claims from Americap banks that had made guaranteed loans to Iraq 
through the CCC program. The audit report indicated that the 
Conservation Service should have allowed competitive bidding on the 
contract to process the claims rather than hiring the firm on a 
monthly purchase order basis. 

Dr. Schotta's response to the Audit Report included a 
portion defending the hiring of the firm on a purchase order basis 
as a means of preventing interest penalties on the banks' claims. 
Dr. Schotta's response indicated that placing the contract to 
handle the claims under competitive bidding would have caused a 
delay, resulting in the imposition of penalties and interest that 
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could have aaountod to Billions of dollars. Tbs only portion of 
Dr. Sebotta's rasponsa that bad anything to do with tha bhl nattar 
was tha hiring of this fim. otbar portions of tha r^^rt 
eoneamad unralatad issuas such as traval/ training, paraonnal, and 
otbar proeuraaont aattars. 

Tba 080b Xnspaetor danaral invastigatad not only tha 
allagations eoneaming tha shradding of aatarial by Dr. Sdhotta‘and 
bar staff, but also allagations that shradding had gona on in othar 
units or of f icas of tha 080b. Tha Xnspaetor Ganaral found that tha 
allagations wars unfoundad and datarainad, following a physical 
raviaw of all of tha Iraqi doeuaants, that all thasa doounants wara 
aecountad for. 

Tha Xnspaetor danaral *s raviaw of Or. Sebotta's aarliar 
draft rasponsas to tha budit Report (tba aarliar drafts had baaii 
ratainad by tha Xnspaetor Ganaral) , also ravaalad that tha duingas 
that Or. Sebotta aada wara grasBatical, and/or stylistic in natura, 
and net factual or substantiva. 

Xn addition, it was laamad that John b. Stavanaon, 
bsseelata bdaintstrator at tha Oonsarvatioh Sarviea, upon hearing 
of tha shradding allagations, oonfiseatad not only tba shraddar 
fron or. Sehotia's effieoi, but shraddars fron othar units and 
offieas in' tba 080b. Xn addition, Stavanden oonfiseatad six saall 
gai^ga bags eontainlng tha aatarials ahraddad by Or. Sehotta and 
bar staff. 

Tha FBX also intarviawad Or. Sdietta's husband, Charlas 
sebotta, O^uty assistant Saeratary, Ddpartaant of tha Traasi^, 
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who stated that ha had no knovladga of tha incidant. i hava 
raturnad to tha FBI its namoranduB in this nattar. 
c. MitfffllMfgyf 

!• Tha Allagad comiaetioa Batwaaa BVL Bad Bank Of 
Cradit and eowmmreim TBf rBBtional CWBCCl-l 

During tha coursa of tha FBI/DOJ Task Forca invastigation 
concaming BCCI, pariodic aadia allagations appaarad linking BCCI 
with BNL. Z hava datarminad that thara was a BNL-BCCZ 
corraspondant banking ralationship. This ralationship appaarad to 
hava baan consistant with tha corraspondant ralationships both 
banks maintainad with nuaarous othar banks. I hava also dataninad 
that tha invastigation to data has davalopad no avidanca 
idantifying criainal activitias basad on tha ralationship batwaan 
tha two banks. 

2. Xissiagar Bssoaiatas 

Raprasantativa Gonzalaz and sona of tha aadia hava 
suggastad that Hanry Kissingar ("Kissingar”) , his consulting fim, 
Kissingar Associatas, Inc. ("Kissingar Associatas”) , and two f oraar 
Kissingar Associatas diractors, Lawranca S. Eaglaburgar 
("Eaglaburgar") and Brant Scowcroft ("Scowcroft") conbinad thair 
public posts and private positions to "edvan^)" tha BNL scandal. 

Kissingar sarvad as Prasidant Nixon's National Security 
Advisor and subsequently as his Secretary of State. In 1989, 
Kissingar was appointed as a naabar of tha President's Foreign 
Intalliganca Advisory Board. Kissingar Associatas was founded in 
1982 and analyzes international political, aconoRic and social 
trends to help clients sake business decisions about operations in 
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forviqn eountri«s. B«for« joining Prosidont Bush's adsinistrstion 
as Mational Sscurity Advisor and baad of tbs H8C in January 1989, 
Scowcroft ssrvad as vies Prosidont of Kissingor Assoeiatos and 
hoadod its -Washington, D.C. offieo. Prior to assusing bis position 
as Oaputy Socrotary of Stats in 1989, Eagloburgor, libs Scowcroft, 
worked for Kissingor Assoeiatos, and sorvod as its Prosidont. 
During thoir oig>loyBont with Kissingor Associates, BHL was a client 
of that consulting fin. 

It is clear that, while at Kissingor Asffociatos, 
Scowcroft and Eagloburgor cane into contact with BHL nanagosont. 
X have soon nothing, however, to suggest that they know of BHL- 
Atlanta's wrongful loans to Iraq or influenced the prosoeutim of 
this setter. 

8. The Appoiataost And Bscusal.of JOMph D. Whitley 

The fact that Josoidi D. Whitley was appointed United 
states Attorney for the Hortbern District > of Qeorgie 4ias been 
criticized because his forwer law fitw bed, at one tiae, 
tepresented Hatrix-Churchill. In fact. Hr. Whitley becaae Acting 
United States Attorney on . June 1, 1990, and vei^lly recused 
hiaself froa the BHL cose the ease day. A weak later bis recusal 
was confined by e written aasoranduB. . Thereafter, Hr. Whitley was 
confined by the United States Senate and appointed by the 
President on August 4 and August 7, 1990, respectively. He took 
the oath of office on s^^tesber 1, 1990. Thus, ell the facts that 
critics point to wen available at the tine the united States 
Senate confined bin. Presunably, the background investigation and 
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senate confirmation procasa would hava airad any malfaasanca had 
Mr. Whit lay angagad in any impropriaty or participatad in a **covar 
up." I saa no raason to puraua thasa allagations furthar. 

XX. THB UMCLMa iFIBD BMI. CM LB STQMT 

In Part II of my Raport, I daal with tha allagations that 
intalliganca information was withhold from, or misraprasantad to, 
Judga Shoob or tha USAO in tha BHL mattar. My analysis raquiras a 
datailad discussion of many classifiad matarials. Thus, i hava 
dasignatad Part II as "Top Sacrat - Codaword" for prasant pxirposas 
to avoid any inadvartant unlawful disclosura.^^* What follows is 
an vinclassifiad summary of Part II. 

A. DOJ taouasts for Intalliaanoa Information - IffO 

Tha USAO first askad for assistanca in coilacting cartain 
information in Dacambar 1989, whan McXanzia %rrota to Nolly Worlow 
of tha DOJ*s Offica of Intamational Affairs. Initially, thara was 
confusion about whathar tha attomays at DOJ or thosa at tha USAO 
wara to ba rasponsibla for making thasa raquasts. By July 1990, 
howavar, tha DOJ had agraad to asstima rasponsibility for raquasting 
and gatharing intalliganca information sought by tha USAO, or at 
laast so tha lattar undarstood. 

In August, and again in Octobar 1992, Thaodora Graanbarg 
at DOJ sant raquasts to all tha U.S. intalliganca agancias. Basad 
on his prior axparianca, Graanbarg dalibarataly framad vary broad 


I hava raquastad of Attomay Ganaral Barr that tha usual 
arrangamants ba mada for raviaw by intalliganca raviaw parsons of 
Part II of my Raport in ordar to classify aach paga mora 
spacifically. 
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xaquMts to onsuro that DOJ obtaimd, aaong othar things, any 
intalliganca infonation on tha atibjacts of whathar BHL-Rona had 
contaaporanaous khowladga of BNL-Atlanta'a unauthorizad loans to 
Iraq, and vhathar tha U.S. intalliganoa" aqancias thassalvas had 
c'ontasporanaous Icnovladga of, or involvaaiuit in, thosa unauthorizad 
loans* Ha statad that tha DOJ was priisarily intarastad in 
racaiving this inforsation to aseartain vhathar Drogoul sight hava 
a "graysail" dafansa — that tha Unitad Statas govamsant had 
andorsad his misconduct sinca Graanbarg baliavad tha subjact of 
vhathar "BNL-Rosa laiav<* vas baing addrassad in dapth on othar 
fronts, as discussad praviously in this Raport. 

Pros Octobar through Dacaabar 1990, tha intalliganca 
agancias producad substantial asounts of satarials in rasponsa to 
thasa raquasts, including 10 cablas or "raports”^^ that containad 
infonation suggasting that ”BNL*Rosa knav*" Z hava saan soma 
avidanca that Graanbarg and Patar Clark at DOJ raviavad sosa, if 
not all, of tha intalliganca satarials vhan thay vara fint 
producad, including a fav of tha nports on tha subjact of vhathar 
**BNL-Rosa knav." Rovavar, thara is no vrittan racord of vho, in 
fact, raviavad thasa satarials, pracisaly vhat vas found, vhat vas 
dona to analyza and follov up on tha information, or vhat 
conclusions vara ultisataly dravn. Tha tvo parsons vho appaar to 
hava baan involvad (Clark and Graanbarg) hava only hazy 
racollactions on thasa subjacts. 


Tha Intalliganca Cossunity cossonly rafars to its cablas, 
vhich ara typically ona or tvo-paga sassagas, as "raports*” 
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Clark stated that he believed the intelligence 
infomation was not particularly probative and that it created no 
leads that had not already been explored. Clark also stated that 
he conveyed his views to the USAO, and that he suggested that the 
USAO should review this information. The USAO learned, based on 
their communications with Clark, that there was no intelligence 
information of value to the case. Classified documents were 
reviewed by USDA's Arthur Wade in December 1990 or January 1991, 
and again by Wade and U.S. Customs Agent Richard Horton on 
September 13, 1991. McKenzie and Chartash reviewed all the cables 
with Wade in Washington on April 30, 1992. 

What is clear is that the decision to treat BNL-Rome as 
a **victia" of BNL-Atlanta * s **off-book” loans in the Indictment 
returned in February 1991 was the result of direct evidence 
gathered by the DOJ, USAO, and its Task Force during the 
investigation and Grand Jury process. In my opinion, the decision 
was not influenced by the reports gathered from the intelligence 
agencies, except to the extent that the DOJ and the USAO viewed the 
absence of contradictory information in the reports as tending to 
confirm the USAO*s theory that BNL-Rome "had not kno«m." 

B« Dissemiaetiom Of The Xatelligemoe Xmfozmetiom By The 
PM had Tht-Pl — 1999 Through itfl 

It is iiq>ortant to note that the DOJ and the FBI were 
receiving some of this intelligence information through normal 
dissemination channels as early as 1989. The DOJ received one 
report in April 1990 discussing whether "BKL*Rome knew, ” and FBI 
headquarters received four intelligence reports on this subject 
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(two in October 1989, and ona aaeh in January 1990, and April 
1990) • Thraa of thasa raporta vara routad to tha Task Porca in 
Atlanta. Although in my viav tha ayataa for diasaainating thaaa 
raporta ia inadaguata, particularly at DOJ, I hava aaan no 
indication that diaaaaination channala vara dalibarataly blockad to 
pravant tha DOJ or tha USAO froa raviaving any intalliganca 
inforaation. 

C. rnwmmtm la 

On Saptaabar 1, 1992, Cllan Maltzar at DOJ draftad 
lattars to cartain U.S. intalliganca aganciaa asking again for 
inforaation about idiathar ”BNL-Roaa knav," and vhathar tha agancias 
had any contaaporanaous involvaaant in or knovladga of BNX^ 
Atlanta’s activitias. In particular. Question 8 in thasa lattars 
askad tihathar tha Intalliganca Coaaunity had ”any inforaation” that 
BHL-Roaa vas "arara” of 8HL*Atlanta*s "illagal activitias.” 
Muallar at DOJ stated that ha vantad to follov up ”avary lead” on 
this issue before Drogoul’s sentencing hauring vhich had bean sat 
to begin on Saptaabar 14. 

The intalliganca agancias responded by latter several 
days later. Tha CIA’s daclassifiad response to Question 8 stated 
only that tha agency had ”publicly available inforaation” that BKL- 
Roaa knav, but contained no rafaranca to any private source 
inforaation. Maltsar guastionad this response in a conversation 
vith Organson on Saptaabar 4, and than asked Brinkao at DOJ to 
follov this up vith tha CIA. It is unclear vhathar this vas aver 
dona. Thera is no record indicating that anyone chac k ad this 
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response against tha information alraady in tha DOJ's filaa. 

Nonathalaaa, Maltzar and tha USAO raliad on tha CIA* a 
negativa atatamant in praparing tha Santancing Mamorandum for tha 
Court on Saptaabar 11. That Mamorandum atatad that **no cradibla 
avidanca" axiatad to support tha suggaation that BNL-Roma and U.s. 
intalliganca agancias knav of Drogoul'a iinauthorizad loan activity. 

Tha accuracy of tha CIA's raaponsa to Quastion 8 vas 
cal lad into guastion on Saptaabar 14, tha day tha Drogoul 
santancing hearing began. Raprasantativa Gonzalez issued a press 
release stating that ha had a classified CIA Summary that expressly 
stated that BNL-Roma vas "witting" (or aware) of BNL-Atlanta ' s 
"activities. Raprasantativa Gonzalez interpreted this 
information in tha CIA Summary to be "in direct conflict with tha 
Justice Department's prosecutorial theory idiich fingers BNL-Atlanta 
as a rogue operation, operating independently of BNL's Roma 
headquarters." At tta same time that tha press release was issued, 
Drogoul 's la%ryar vas arguing in tha santancing hearing that U.S. 
intalliganca agancias had known all along of BML-Atlanta ' s 
activities, and siqpportad them. 

Tha USAO attorneys (and DOJ as wall) vara surprised by 
Raprasantativa Gonzales' press release, because they had never seen 
tha SiJBmary provided by tha CIA to Congress in October 1991, and 
did not think there was any other intalliganca information that 


Raprasantativa (^nzalaz had learned of this information back 
in October 1991, whan his staff had raviavad and taken notes on a 
summary of intalliganca information that tha CIA prepared in 
response to a subpoena by tha Gonzalez Committee. 
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would support Hsprssontstivs Gonsslss' elsiss. Alsost isMdistoly, 
thsy rsesivsd a copy of tha Sunary and tha intalrliganea raports It 
was basad’ on, and proeaadad to study thosa doeunants. Aftar thalr 
raviaw, thoy notad that tha Susaary did not say axprassly that BML-’ 
Rom offiears know contavoranaeusly of "illagal* aetivitias at 
BNL-Atlanta, but instaad was anbiguous as to what "aetivitias* BML- 
Rom was puzportadly awara of. Thay furthar datatainad that avan 
if tha Suaaary could ba raad to say that *BW«- R o m know,* tha 
raports undarlying tha Susaary eontainad no fifa inforaation that 
supportad' that infaranea; rathar, tha r^orts wara basad on prass 
raports, spoeulation, or inforaation alraady invastigatad and found 
to ba aithar inaeeurata or inapposita. 

Aftar conducting thair raviiw, tha 007 attornays dacidad 
that SOM axplanation in rasponsa to R^fasantativa Qcnsalas* prass 
ralaasa was nacassary. Thay undartook to provida ona b/ saaking to 
daelassify tha lattar containing tha CZA's ra sp on sa to Quastion S. 
Thay also askad that tha CIA provida a statanant for a prass 
ralaasa to axplain what th^ viawad as an inconsistency batwaan 
Raprasantativa Gonsalas' intarpratation of tha Susnary and tha 
actual intalliganea infetnatioii in tha r^orts undarlying that 
Sunnary. 

Two of tha CZA's lawyars, David HoIms and Gaorga 
Janason, wars not antiraly eonfortabla with tha idaa of ralaasihg 
to tha public tha lattar containing tha CZA's rasponsa to Quastion 
8. In particular, they wars eoneatnad that tha CZA's rafaranoa 
only to "publicly availabla* infornatien was ineospiata in view Of 
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R«prM«ntativ« Gonzalaz* praaa ralaasa, and that aoM changes 

should ba sada to tha response • Hovavar, according to the CIA, 

Laurence Urganson at DOJ **strongly advised'* Jaaason that no changes 

be Bade to the response, and that any changes would have to be 

accoiqpanied by a full explanation. Holses and Jaaeson then agreed 

to declassify and release their letter without any change in the 

response to Question 8 in order to be "consistent." The CIA denied 

being pressured by Urganson. 

The letter was ultiaately released on Septeaber 17, 1992. 

Neither the OOJ nor the USAO thought that the letter was inaccurate 

or aisleading at the tiae. Urganson and others at the DOJ stated 

that they expected the CIA also to issue a stateaent that 

"corrected" the conclusion in the Suaaary. It has been reported 

that the CIA later said that the letter was incoaplete and 

aisleading, but Urganson states that this was not the view of 

Holaes and Jaaeson on Septeaber 17. 

Holaes also supervised the preparation of a stateaent by 

the CIA, to be included in a DOJ press release that the DOJ had 

requested. That stateaent said in part: 

The [DOJ] believes that neither the suaaary 
nor the [underlying] reports perait the 
definitive conclusion that BNL-Roae was aware 
that BNXi-Atlanta was engaged in illegal 
activities and further believes that the CIA 
inforaation does not conflict with the 
prosecution's theory of the case. 

Nueller at the DOJ was not satisfied with this stateaent. 
According to Holaes, Mueller called the stateaent "laughable." 
Mueller objected to the suggestion in the stateaent that the CIA 
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SuBMry mud thm underlying reports permitted gox conclusion (let 
alone a "definitive” conolueion) that BNL-Rome was aware of any 
illegal activities. 

Mueller decided that the statement could not be issued as 
mitten, and directed instead that the Summary and the underlying 
reports be shown in cmmmrm to judge Shoob in Atlanta, so thet Judge 
Shoob could decide for himself whether this information was 
inconsistent with the prosecution’s thbory. (Those documents were 
in fact given to Judge Shoob on Se^ember 23.)^^ Mueller did not 
believe that he was concealing im|wrtant information by withholding 
a statement he viewed as inaccurate. 

On September 21,'^ DOJ and CZA representatives met to 
discuss the CZA Summary. At that time, the CZA analyst who 
prepared the Summary acknowledged that it was ambiguous as to 
whether BNL-Rome was aware of illegal activities, because the 
underlying reports were ambiguous. 


Pursuant to the Independent Counsel statute, upon 
conclusion of my preliminary investigation,^^ Z must deteniine 


^ The Summary and the reports were^ still classified, and could 
not be releaiied to the public. 

Zn ay October 26, 1M2, letter to the Attorney General 
(Ex. 3) in which Z recommended a preliminary investigation, Z did 
not distinguish between so-called "covered” persons, defined in 
28 U.S.C. I 591(b), and non-covered persons referred to in 
§ 591(c). As to "covered persons," the Independent Counsel 
statute mandates a preliminary investigation when "information 
sufficient to constitute groui^ to investigate” has been 
received (I 591 (a)). As to persons not considered "covered," a 
preliminary investigation is discretionary under the same 

(continued...) 
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whether th^r* are "reasonable grounds to believe that further 
investigation" of potential or alleged wrongdoing prohibited by 
federal criminal lav is "warranted." 28 U.S.C. SS 592(b)(1) and 
592(c)(1)(A). In maJcing this determination, I turn to the 
following criminal provisions which would li)cely be considered by 
a Statutory Independent Counsel if appointed: 18 U.S.C. f 1503; 18 

U.S.C. § 1505, and 18 U.S.C. § 1001. 

As set forth below, each of these criminal statutes 
requires specific conduct performed with "mens rea" or state of 
mind. The Independent Counsel statute, however, only permits me to 
determine that state of mind is lacking if I can find that there is 
"clear and convincing evidence" of its absence. 28 U.S.C. f 592 
(a)(B)(ii). The statute thus creates a virtual rebuttable 

presumption of the statutory state of mind, a presumption that may 
be rebutted only by "clear and convincing evidence." 

A. 

Section 1503 generally proscribes the obstruction of the 
"due administration of justice," in connection with a judicial 
proceeding, by corrupt endeavor. The use of the term corruptly, 
together with the term endeavor, "charges an intentional act." 
qnit8d.gtatti.Yi HMB» 583 F.2d 216 (5th Cir. 1978), filct. dinlfid# 

^°( . . .continued) 

circumstances. In his October 27, 1992 letter to me, in 
accepting my recommendation, the Attorney General asked: (a) that 
I commence such preliminary investigation, and (b) that Z attempt 
to conclude it by December 8, 1992, six days before expiration of 
the Independent Counsel statute. As a review of this Report 
reveals, my investigation has been wide-ranging and has included 
within its reach both individuals considered "covered" persons by 
the statute and those not considered "covered" persons. 
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440 U.8. 981 (1979). Gmnmr^lly, tte Gov«niMfit aiast dmonstrat# 
that tha parson chargsd with a i 1503 offansa "knovlngly and 
intantionally undartook an action f rod vhieh an obstruction of 
justica was a CtasOMblY fortSttSblt rasult.” Onitad stat— v. 
ZhfiULA# 916 F.2d 647, 651 (11th Cir. 1990) (citations osittad) 
(asphasis addad) • 

Tha tarn "corruptly” connotas spaeific intant. Saa 
onitad Statas v, Machi. 811 P.2d 991, 996 (7th Cir. 1987) 

("Corruptly naans to act with tha purposa of obstructing 
justica.”); onitad Stat aa v. Partin. 552 P.2d 621, 641 (5th Cir.), 
cart , dinild# 434 O.S. 903 (1977) ("Tha word corruptly naans a 
dafandant actad with inpropar notiva or with bad or avil or wicicad 
purposa.”); Onitad Statas v. Jatar . 775 P.2d 670 (6th Cir. 1985), 
cart , dsnild# 475 O.S. 1142 (1986) (Saetion 1503 *s nsni CftS 
raquiranant linita tha scopa of tha statuta to parsons "who 
'corruptly* or intmtionilllY to Obstruct tha dua 

adninistration of justica.")'^ 


Both tha Fourth and Blavanth Circuits hava dapartad sonawhat 
fron tha spaeific intant raquiranant as f ranad by othar Circuits. 
A racant Elavanth Circuit decision, defining tha tarn 
"corruptly,” constricted tha specific intant alanant as follows: 

'Corruptly* describes tha specific intant of tha erina 
and can vary in naaning with tha context of tha saetion 
1503 prosecution .... Although tha govamnant is 
not required to prove that tha dafandant had tha 
specific purpose of obstructing justice ... it nust 
establish that tha conduct was prosptad at least in 
part, by a corrupt notiva. 

Onitad Stat as v. Thonas. 916 F.2d 647, 651 (11th Cir. 1990) 
(citation. Oidtt.d) t Mft lllft Hnlttll fftltiW ¥■ Iftlmnawr# 590 
F.2d 1269, 1274 (4th CirO * StS£> 641 0.8. 963 (1979) 

(contimiad. . . ) 
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Thm t«n ”mdMVor” has bMn told to ducrito "any 
attonpt or effort to obstruct justiea.” Thosas . 916 F«2d at 651 
(citation omitted); Unitmd States v, muffalano, 727 P.2d 50, 53 (2d 
cir. 1984) (defining endeavor «as 'any effort or essay to 
accomplish the evil purpose that the statute vas enacted to 
prevent'") (quoting gnlttd Stfttfi Yi Bliitll# 255 U.S. 138, 143 
(1921) ) • The government need not demonstrate that the endeavor vas 
ultimately successful or that it achieved the desired result* see . 
e,g. . Osborn v* United States . 87 S. Ct* 429, 434-435 (1966); 
United States v, Jackson . 513 P*2d 450, 460 (D.C. Cir. 1975) C[Z]t 
is the endeavor to bring about the forbidden result, and not 
success in achieving the result, that Section 1503 makes a 
crime."); Zhsnss# 516 F.2d at 651. Hovever, the court in Brand 
noted that f 1503 proscribes only those acts vhich produce or vhich 
are capable of producing an effect that prevents the due 
administration of justice. 775 P.2d at 1465. 

B. ii BiiiCi um 

Section 1505 of the obstruction of justice statute 
applies broadly to all pending proceedings, including Congressional 
proceedings. Section 1505 also requires proof of specific intent, 
or a corrupt endeavor, to sustain a conviction. 

Other than the celebrated cases arising out of the Iran- 


^^(. . .continued) 

(holding that "a defendant vho intentionally undertalces an act or 
attempts to effectuate an arrangement, the reasonably foreseeable 
consequence of vhich is to obstruct justice, violates 18 U.S.C. 
f 503 even if his hope is that the judicial machinery vill not be 
seriously impaired.") • 
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Con^ scandul (Ut Qnlfd StatM v. 708 F. Supp. 385 

^.D.C. 1988), and nnitad Stataa v. Poindaitfear. 951 P.2d 369 (D.C. 
Cir. 1991)), only a handful of daciaiona undar § 1505 hava 
conaidarad allagad obatructiona of Congraaaional "proeaadinga." 
daa, AaU Unitad Stataa v, Mltchall. 877 P.2d 294 (4th Cir. 1989), 
rah «9 daniad, 1989 U.S. App. LEXIS 13462 (4th cir. 1989). 

Tha raquiraaant of § 1505 that tha dafandant haa aetad 
"corruptly*, ia givan aiailar aaaning to tha "corrupt” alaaant of 
8 1503. In Unitod Stataa v. Prlca . 951 P.2d 1028, 1031 (9th Cir. 

1991) , tha court hald that tha "raquiaita intant to violata 
Saction 1505 la . . . aaraly that tha ^dafandant auat hava actad 
'corruptly, ' i.a.- . that tha act auat ba dona vith tha purpoaa of 
obatructing juatica'” (citation oaittad) . A aiailar daf inition vaa 
adoptad in Onitad stataa v. Laurina . 857 P.2d 529, 536-37 (9th Cir. 
1988), idiara tha court hald that tha dafandant actad com^tly by 
concaaling docuaanta in raaponaa to an IRS aubpoana. 

Tha Diatrict of Colunbia Court of Appaala in Unitad 
stataa v. 559 P.2d 31 (D.C. Cir. 1976), conatruing 

f 1503, adoptad a variation of tha dafinitiona abova, holding that 
tha tarn "corruptly” naana having an avil purpoaa or intant. Sig 
allfi Unitad Stataa v. Snrachar. 783 P. Supp. 133, 164 (S.D.N.Y. 

1992) ("'Corruptly* ainply naana to ba notivatad by an inpropar 

purpoaa”) (citationa oaittad) In North , hoiravar, tha court 

Tha abaanca of "illagal aaana” doaa not aaan that tha 
allagadly violativa conduct ia not oomqpt. Mitchall . 

877 P.2d at 298. Tha court in Mitchall atraaaad that 
tha crucial inquiry focuaaa on "uhathar a dafandant had 
tha raquiaita corrupt intant to iaproparly influanca 
tha invaatigation, not on tha naana tha dafandant 
anployad in bringing to baar thia influanca.” 2d. at 
299. 
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cautioned: 


Unlika courts of lav covsrad by ssction 1503, 
congrassional conittass ara part and parcal 
of a political branch of govdmMnt and 
tharafora sarva vida-ranging political 
functions not lisitad to a saarch for truth in 
accordanca %rith foraal rulas • • • No ona can 
seriously question that people constantly 
attaspt in innusarabla ways, to obstruct or 
ispada congrassional cosBittaas • • • but it 
does not necessarily follow that [it] is • • • 

[dona] corruptly. 

The Court of Appeals in Onitdd States v. Poindexter. 951 
F.2d 369, 379 (D.C. Cir. 1991), in an opinion authored by than 
Judge Ginsburg, construed sore strictly than any other court the 
scope of sanctionabla conduct under f 1505. The Poindaagtar 
decision is an apparent ratranchsant fros the prior decisions of 
the District of Colusbia Court of Appeals (ng Hgcttl# lUBCAv United 
stdtfi Yi UYtUt# 751 r.2d 1266 (D.C. Cir.), fifcLu dfXlildi# 474 
U.S. 817 (1985)) bn the applicability of i 1505 to Executive Branch 
officials, although the court did not expressly overrule those 
decisions. 

In Poindejgter . the defendant was charged with obstructing 
congressional inquiries into the Zran*Contra scandal. The 
Poindexter court deened the tern "comqitly* as used in f 1505 to 
be so vague as to ^provide [no] constitutionally adequate notice 
that it prohibits lying to Congress.” Poindexter . 951 F.2d at 379. 
In an elaborate analysis of the statute, the court suggested that 
acting "corruptly** oneself would not necessarily be violative of 
i 1505, and interpreted the statute to proscribe corrupting gagthtc 
by influencing that individual to violate his own legal duty. 

with the notable exception of ESilMlnttK# courts 
interpreting | 1505 have gmerally construed broadly the range of 
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"MidMvers" eov«r«d by s ISOS. Zn HitsbiU, for Instanco — a emmm 
proscribing an andaavor to stop a congrassional investigation — 
the court hold that my of fort or a^ "whan dona with tha raguisita 
intent to Corruptly influence a eongrassimial investigation, 
violates [f ISOS].* mtehell . «77 F.2d at 299. 

Endeavors proscribed by I 1$0S have included directing an 
individual to destroy records responsive to a DOE subpoena, Sutton. 
suara « supplying falsa tastinony end directing an individual to 
altar sales invoices and subait then to an inquiring agency. United 
States V. Fruehtoan . 421 F.2d 1019 (6th Cir) , cert, dented . 400 
u.s. 849 (1970) ; deliberately concealing natters aaterial to an SEC 
investigation, snreoher . sunra t subnitting a false docunent in 
response to a subpoena issued by the ns. United States v. virle. 
S32 F.2d 1277 (9th Cir. 1976); supplying evasive answers and 
cenoaaling knowledge (JLlA<., feigning forgetfulness) in tastinony at 
SEC investigative hearings, united states v. Alo. 439 F.2d 751 (2d 
Cir.), cert , denied . 404 U.S. 850, reii'n denied . 404 U.S. 961 
(1971); altering, concealing, or withholding records idiich, 
according to the Indletaent, bore a "reasonable relation*^ to the 
subject natter of a Senate Cennittee inquiry, united .States v. 
fCtUlE* 292 F.2d 171 (6tb Cir. 1961), aff »d bv an eoual,lv divided 
court . 371 U.S. 71 (1962); and influencing e witness to give false 
infomation and tastiamy to a Senate Counittee and its 
investigators, stein v. United States. 337 F. 2d 14 (9th Cir. 1964) , 
cert, denied . 380 U.S. 907 (1965). 

e. M BiftCi iWX 

Section 1001 proscribes (1) the bnowing and willful 
falsification or coneealnent of a natorial fact; (2) the aaking of 
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any falM or fraudulwit statcMiit or r^rosontation; and (3) tha 

■aking or using of a falsa writing or doeunant with knowladga that 

it contains a falsa or fraudulant statanant "in any aattar within 

tha jurisdiction of any dapartasnt or agancy of tha Onitad Statas." 

A "concaalaant” is an "aff imativa act by which a 

■atarial fact is activaly eoneaalad." It nust ba aora than a aara 

passiva failura to disclosa. a.s. v. shawmwt- t3d P.2d 112S, 

1130>31 (8tb cir.)« cart . dtniad> 488 tJ.S. 10S8 (1988). A "falsa 

statasant" is a statanant which "is dasignadly ^trua 

. . . and aada with intantion to dacaiva tha parson to whoa tha 

falsa stataaont is aada or axhibitad." Q.a. v. Worthington . 822 

P.2d 31S (2d cir.), cart . dtOLlA. 484 D.S. 944 (1987). A "falsa 

writing" is aaraly a falsa statanant insartad into a writing, cf . 

Oavitt, at al .. apBEA, at 450. 

Tha aatariality raquiraaant of tha statuta aay ba wKt if 

tha falsa statanant has "tha capacity to iapair or parvart tha 

function of a govamnant agancy." n.s. v. i. ieh*awaf «n- eio y.2d 

1272, 1278 (Sth Cir.), cart , danlad . 447 U.8. 907 (1980): 

Tha last of 'aatariality* is wbathar tha 
statanant 'has tha natural tandancy to 
influaneo, or was capablo of influancing, tha 
dacision of tha tribunal in naking a 
[particular] dataraination. ' Proof of actual 
ralianoa on tha statanant is not raquirad: tha 
Cova m aant naad only aaks a roasonabla showing 
of its potantial affacts. 

O.S. V. Dioos . 613 P. 2d 988, 999 (D.C. Cir. 1979), cart , daniad . 
446 O.S. 982 (1980) (quoting Msinstoek v. O.S. . 231 P.2d 699, 701- 
702 (D.C. Cir. 1956) (foetneta eaittad) ) . 

Tha falsa statanant, oo wo aa ln a nt or oniaaiao auat ba aada 
"loiowingly and willfully." Typically, courts iiitarprat thasa two 
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tens M a unitary euncapt raqulring proof that tho dafondaht aada 
tha statasant. dallbardtaly. (and not as tba rasult of a aistaka or 
accidant) , with knovladga tkat tba stataaant was falsa, and with 
"spacifle Intant." SMMt a. a., o.s. v. Guzaan . 781 F.8d 428, 431 
(Stb Clr.) cart. 4ianiad . 475 U.S. 1143 (1986); D.S. v. 
Liehtanataln . 610 F. 2d at 1277. Savaral circuits daseriba spaeiflc 
intant as follows: 

Tba stataaant auat hava baan aada witb an 
Intant to dacaiva, a dasign to indues baliaf 
in tba falsity or to aislaad, but S 1001 doas 
not raquira an intant to dafraud — that is, 
tba intant to dapriva soasona of soaatbing by 
aaans of dacait. 

Unitad Sta taa v. Liehtanstain. 610 P.2d at 1272. SSS dllB Y* 

Corsino . 812 F.2d 2€. 29 (1st Cir. 1987) ; O.S. v. Martin. 772 F.2d 
1442 (8tb Cir. 1985). 

Daspita tba spaeifie intant raquiraaant, soaa courts hava 
allowad tba "knowingly and willfully" alaaant of tba clausa to ba 
by proof bbab ttkm dofontenb ocbod **wibb rocKlMo 
disregard of tha truthfulnass of tho statoMnt and vith tha 
conscious purposa to avoid laarning tha truthfulnass of tha 
stataaant a « U.S, v, BvanS a 55$ F. 2d 244 , 247 (5th Cira 1977) . fiaa 
AlS2, U,S. V, Hanlon , 546 F. 2d 1096, 1100-01 (2d Cira 1977); QaUsd 
Stataa v. Lanaa . S2S F.2d 1280, 1286 (5th Cira 1976). 

Givan tha constraints tha Xndapandant Counsal statuta 
impommm on tha proof upon idiich I nay raly for *stata of mind”, 
findings, in conducting ay investigation X aieaainad tha^mrds and 
daads of individuals and was praparad to infer evil aotiva as 
suggested by events unless "clear, and convincing evidence" 
daaonstratad otharvisa. 
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After having carefully studied all of tba inforaation i 
have asseabled, as analyzed and discussed in ths body of this 
Report, I conclude that with the exception of the natter of Mr. 
Kloske, in each instance the evidence is indeed clear and 
convincing that the requisite intent to obstruct, "cover up" or 
misrepresent any aspect of the Droaoul prosecution was lacking on 
the part of those involved or against whoa interference has been 
charged. In fact, I have found that there is no credible evidence 
to suggest otherwise. 

^^^n-ay "scrutiny of all other conduct addressed in this 
Re^rt (again, with the exception of Mr. Kloske) , I have found no 
credible evidence that any person in the DQJ or the USAO acted to 
obstruct the due adainistration of justice in connection with a 
judicial. Congressional or any other proceeding, or to sake any 
false statements to any department or agency of the United States. 
Absent any credible evidence of corrupt motive, the "clear and 
convincing evidence" necessary to overcome the presumed intent 
under 28 U.S.C. f 592(a) (B) (ii) is clearly met. Although it was 
not within the scope of my assignment, my investigation does 
suggest that a possible exception may exist with respect to the 
conduct of Mr. Kloske, and the Attorney General may wish to 
consider further investigation. 
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MCQWMEWDATIQM 

On the basis of the foregoing I reconmend that, pursuant 
to 28 U.S.C. Sec. 592(b)(1), you promptly notify the Special 
Division of the United States Court of i^peals for the District of 
Columbia Circuit that you have determined that there are no 
reasonable gounds to believe that further investigation is 
warranted with respect to the matters involved herein. 1 will nbt 
presume to suggest to you a form of notification. 


Date: December 8, 1992 



28 U.S.C. Part 600 
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PXJIT II uncCassified 

THZ BNL CXBLS STORY 
ZMTRODOCTXOV 

Various Congressional CoBBittees and others have made, or 
are Baking, inquiries as to whether the Dep'artaent ot Justice in 
Washington, D.C. ("OOJ"),' with the aid of the Central Intelligence 
Agency ("CIA"), -deliberately withheld iaportant inforaation that 
aay have affected the prosecution of eapleyees of the Atlanta 
branch of Banca Mazionale del tavoro ("BNL-Atlanta") . Specifi- 
cally, it is alleged that they wi^eld inforaation that indivi- 
duals in the Roae headquarters of Banca Hasionale del Lavero ("BKt- 
Roae") had eonteaporaneous knowledge of unlawful activities at BNL- 
Atlanta, and that the United States end Italian govemaents were 
also knowledgeable of, or even i(Wolved in, these activities. It 
is further alleged that this inforaation was withheld froa the 
Court presiding over the BHL natter, and froa the prosecutors in 
the O.S. Attorney's Office in the Korthera District of Georgia 
("OSAO"). 

To address those allegations, this part of ay Report 
studies first, on pages 2 to 5S, the Initial requests for, and 
review of, intelligence inforaation in the BML ease by the DOJ and 
the OSAO froa 1990 through August of 1992. Also exaained is the 
process by which that inforaation was gathered and disseainated by 
U.s. intelligence organisations, including the CIA, the Defme 

'As set forth in Part Z, the use of the ten "OOJ" in this 
Report is defined to include only Main Justice in Washington, D.C. 
and not the U.S. Attorney's Office in Atlanta, although the latter 
is very such a part of the Dcpartaent of Justice. The Atlanta U.S. 
Attorney's Office will be referred to as "USAO." 



intelligence Agency ("DIA"), the National Security Agency ("NSA"), 
the National Security Council ("NSC") and the Oepartaent of State 
(collectively, the "Intelligence CooBunity"), 

The Report then considers, on pages 59 to 94, the events 
that occurred in Septeaber 1993 that gave rise to the allegations 
at issue. Finally, the Report analyses all these facts and reaches 
conclusions on pages 95 to 133. Although sy analysis touches on 
other Departaents and Agencies, X have focused on the conduct of 
the DOJ and the OSAO.* 


SAczoioaao 

X. nriTIAL OOVTACTt BXTSZZX MX AID TXZ OSAO — MCSMBEA 

19S9 TO JDW 1990 : 

A. Early Revlev Sr MX 

# 

After the execution of search varrants at BNI-Atlanta on 
August 4, 1989, as is set forth in Part X of this Report, the 
Atlanta prosecutors established a Task Force Bade up of invcsti* 
gators froa several different govetnBental agencies. This Task 
Force thereafter functioned as the investigative am of the OSAO 
. and worked closely with that office. " ' 

In the Fall of 1989, the investigation proceeded with 
little contact between the MX end the OSAO. Assistant to the 
Attorney General Robert S. Mueller, XXX ("Mueller") had sone 
initial telephone discussions with the Atlanta prosecutors about 
the status of the ease, but then ceased to have further inyolvcsent 

*By necessity, there is sons duplication between this Part XX 
of the Report and Part X. 
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for soae time. ' Theodore Greenberg, the Acting Chief of the Fraud 
section ("Greenberg"),* was generally aware of the prosecution, but 
was told by Hark Richard, the Deputy Assistant Attorney General-OZA 
("Richard") , that Richard was "handling" the case. (Greenberg Tr. 
5-6; Clark Tr. 6.)* Richard does not remember becoming involved 

until December 1989 or early 1990. (Richard Tr. 6.) 

% 

The USAO first requested the DOJ's assistance when 
Assistant U.S. Attorney Gale McKenzie ("McKenzie") wrote a memoran- 
dum, dated December 7, 1989, to Mplly Harlow of the DOZ's Office of 
International Affairs, providing the names of four Iraqi nationals, 
who were targeted in the proposed indictment, for dissemination to 
the Intelligence Community. (OlC Ex. 90.) Sometime thereafter, 
Richard spoke with McKenzie about her proposal to travel to Turkey 
to interviov witnesses, and to enter into a plea agreement with 
Entrade International, Ltd., a Turkish-owned, New Tork-based 
trading company. (Richard Tr. 8-7} ciarlc Tr. 4.) Richard vas 
reluctant to endorse either proposal without a better grasp of the 
facts; thus on January 86, 1990, McKenzie sent a memorandum to 
Richard summarizing the status of the BML investigation. (OZC 
Ex. 1; Richard Tr. 7; Clark Tr. 6-7; McKenzie Tr. 9-11.) 

*The titles and positions of the individuals referred to in 
the text are applicable to the tine being discussed, unless 
otherwise noted. . 

*The references to "Tr." are to the transcripts of steno- 
graphically recorded interviews conducted during this preliminary 
investigation. These transcripts are included in the Appendix to 
this Report ZZZ, Volumes 1-7, and are arranged alphabetically. 
Exhibits will be referred to as "OZC Ex.,* for Office of 
Independent Counsel, with a reference to the appropriate exhibit 
number. 
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On January 31, 1990, OOJ Senior Litigation Counsel Peter 
clarlc ("Clark*) travelled to Atlanta at Richard's request to 
discuss the facts and the proposed theory of • the case. The 
substance of that seeting is set forth in a'aemorandua froa Clark 
to Creenberg dated February 12, 1990. (OZC Ex. 2; Richard Tr. 7-8; 
Greenberg Tr. 10,, 11-12.) According to Greenberg, Clark also 
advised hia orally that the OSAO's investigation was inadequate at 
this point. (Clark Tr. 9-13; Greenberg Tr. 9-10, 12.) 

OOJ's review of the BML investigation continued through 
the Spring of 1990 during which tiae the OSAO and OOJ held a series 
of aeetings, attended at various tiaes by Mueller, Laurence A. 
Orgenson, the new Chief of the Fraud Section ("Orgenson") , Richard, 
creenberg, and Clark. (Clark Tr, 14, 26, 38; Greenberg Tr. S7-S9; 
McKenzie Tr. 1|.-13.) According to Clark, one aeeting in March 
lasted three days. (Clark Tr, 14.) On or about April 23, 1992, 
the OSAO also sent a 100-page prosecution asaorandua to OOJ, and it 
was circulatad aaohg attorneys there. 

8. laitlal Pebate Regarding Whether aiTL-Reae Kaew 
At each of these aeetings, a principal issue discussed 
was whether BML was a."vietia” of unauthorized lending activity by 
Orogoul and other eaployees at BML-Atlhnta, or whether BML officers 
outside of BML-Atlanta had ■eontaaporaneous^ knowledge of that 
activity (that is, knowledge of the unauthorised loans prior to the 
August 4, 1989 execution of the search warrants). This issue, 
which was referred to in shorthand as trtiether "BML-Roae knew," 
became the subject of heated debate. The OSAO advanced the theory 
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that BNL'RoDe was an unknowing victin, for reasons set forth in a 
February 23, 1990 aesorandua from HcXenzie to Rukstele and in the 
usAO's April 23 prosecution aenoranduB. (Oic Ex. 204, p. 3: ozc 
EX. 4; McKenzie Tr. 20-23.) 

Attorneys at DOJ were not convinced that the USAO's 
theory was correct. Richard and Greenberg, for exaaple, were both 
skeptical about how BNL-Atlanta officials could ‘have aade such 
large loans without soaeone at BKL-Roae Icnowing of their activi- 
ties, and they were not convinebd that the investigation had been 
thorough enough to reach any -fin conclusion on this issue. 
(Greenberg Tr. 52-57, 52; Richard Tr. 5-9, 10-12.) Clark net only 
thought' that the investigation was inadequate and that the reasons 
in McKenzie's February 23 aeao'randua were unpersuasive, he also 
believed that the VSAO was too dependent on the essistanee of BHL- 
Roae's counsel on this issue. (Clark Tr. 29-37; Greenberg Tr. 63, 
58-70.) 


Clark's aeaorandua to Greenberg, suaaarizlng his 
January 31, 1990 aeeting with the OSAO, expressed "serious reserva- 
tions" about the prosecution theory that BNL was a victia of fraud. 
Clark stated: 

This (BMX,-Atlanta off-book lending seheae] was 
the direct result of the actions of BML 
officers and . eaployees— whether or net 
instigated by Tedzeller or anyone else— and 
BHt is responsible for the actions of its 
officers and eaployees. 

Clark added in a footnote: 

The O.S. Attorney's office is very reluctant 
to charge BNL, priaarily because the bank has 
cooperated fully in the investigation and has 
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questioned the theory under which the Depart- 
Dent could charge BHL for the unauthorized 
acts of its officers and employees. 

(OIC Ex. 2, p. 2 and fn. 5.)’ 

Clark's continuing reservations about "the knowledge or 

complicity of other BHL officers or employees (particularly in New 

York and Rone)" were expressed in a tteaorandua to Urgenson, dated 

a 

Kay 9, 1990, that coraented on tho April 1990 prosaeutien aeaoran'- 

duB. (OIC Ex. 5, p. 2.) (Eaphaflo in original.) ciarlc'a Beao> 

randua again criticized the adequacy of the investigation as to 

BNL-Roae's )cnowledgc, noting that the OSAO had not yet coapleted 

the questioning of external or internal auditors. 

Clark's aeaorandua also cited a report of the Central 

Bank of Italy, dated March 30, 1990, that was inconsistent with the 

*• 

OSAO's position that BKL-Roae did net knov. According to Clark's 
aenorandua: 

The CBX [Central Bank of Italy] report notes 
particularly that while the subject trans- 
actions were the result of deliberate naif eas- 
ance on the part of the Atlanta agency "they . 
were perpetrated din [sic] an organisational 
. context of inadequate auditing of the bank's 
North Aaerican branches* and that ”[o]f 
special significance in this respect were the 
failure to create proper accounting procedures 
operations with correspondent banks* . .*■ 

The correspondent bank transactions were the 
very aeehanisa by which the seheae was carried 
^ out and these transactions left the trail that 


*The aeaorandua also noted that treataent of BNL-Roae as a 
victia aight prevent the O.S. free bringing a civil action against 
BHL for losses on the CCC-guaranteed leans if Iraq ultlaately 
defaulted on those leans. Mueller and Urgcnson state that the 
DOJ • s ultiaate decision not to indict BNL-Roae was aade independent 
of considerations of whether a civil recovery was available froa 
BNL-Roae. (OXC Ex. 2, p. 3.) 
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could haves been followed. . .. Given these 
conclusions by the CBI. ... Z have serious 
reservations that BNL the entity was not 
culpable or the adequacy of the USAO investi- 
gation which led to this conclusion. 

(QIC £x. 5, p. 3.) 

As discussed below, this debate continued up until 
shortly before the Indictoent was filed in february 1991.* 


ZZ. ZVZTZAL 0Z8C088Z0M KIOXJtDZSO 8SQ0Z8T8 808 Z8TZU.ZG2NCZ 

COHKOMTTT ZWTOWtATZOH — PBCaCBER 1989 - XOCPBT 1990 

Against this background, the issue of intelligence 
information requests was first discussed at OOJ by Greenberg, Clark 
and Urgenson in February 1990.^ Greenberg recalled recouending 
that a meeting be held with representatives of all the U.S. 
intelligence agencies, in order to advise them of the investiga- 
tion, to establish a thorough process for obtaining intelligence 
information, and to discover any potential "graymail" defenses to 
the prosecution. According to Greenberg, Orgenson advised him to 
hold off commencing this process, but Orgenson, did net reaeaber 
giving any such instruction. (Greenberg Tr. 17-20, 22-23, 45-49, 


*Ouring 1990, relations between Clark and KeXenzie became 
strained, which ultimately caused Clark to limit hit involvement in 
the case by September 1992. One incident that created friction 
from Clark's point of view occurred during the three-day meeting in 
March 1990. Clark allegedly asked for a copy of a Federal Reserve 
report on the BNL scandal', and McKenzie responded that the Federal 
Reserve would not let them see that report. Clark later learned 
that this was incorrect. (Clark Tr. 40-44, 168; Greenberg Tr. 60, 
63, 97.) 

'as set forth above, the subject had been raised previously by 
the USAO in December 1989, when McKenzie wrote to OZA's Warlow 
providing the names of four Iraqi nationals for dissemination to 
the Intelligence Community. There is no record of a response to 
this request by DOJ or the Intelligence Community. 

7 
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66.) Orgcnson noted that he relied heavily on the judgment of the 
DOJ's intelligence conununity experts, Greenberg and Clar)c, since he 
was a relative newcomer to DOJ. (Orgenson Tr. 58-60.) 

. Clark had a different recollection entirely. His posi- 
tion is that the USAO had the principal responsibility for handling 
the intelligence issue, and he characterized the involvement of DOJ 
in the BKL natte]^ generally as "off and on." (Clark Tr. 25-28, 46- 
48; 2 ££ Greenberg Tr. 41-44, 86.) A BenorandUB from Clark dated 
July 12, 1990 seems to support his recollection. The aemorandua 
noted that intelligence inquiries should have been made much 
earlier, and that when Clark had previously asked the OSAO about 
their efforts to obtain records froa the Intelligence CeaBunity, he 
had been told that the nx vas' handling the issue. Clark also 
stated that he had specifically ksked McKenzie "whether Orogoul, 
his counsel, or anyone else had ever int lasted that BNX.-Atlanta's 
lending vas caused or proaoted by the U.S. gevemaent — i.e., a 
potential 'grayBail* defense — and vas told 'Mo'.* (OIC Ex. 8, 
p. 1; Clark Tr. 57-63.) 

By ' contrast, the OSAO believed that OQJ had assuaed 
'responsibility for all Intelligence Coaaunity Batters. (McKenzie 
Tr. 39-40; Greenberg Tr. 46; Wade Tr. 20; Itukstele Tr. 40-42.) For 
exaaple, RiBantis Rukstele, then First Assistant O.8. Attorney for 
the Korthem District of Georgia ("Ru)cstele"), specifically reaea- 
b*r«d thee Orgenson requested Greenberg and Clark to handle the 
natter of gathering lntalli<genee Coaaunity infotaation at a aeeting 
in DOS's Coaaand Center in April 1990. (Rukstele Tr. 24-26.) 
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fcu^^tcle believed that this assignment was appropriate because 

Greenberg and Clark had the required security clearances and 

experience in the Intelligence Community, unlike any members of the 

USAO, and both were also completely familiar with the issues 

involved in the BKL investigation and prosecution. (Rukstele Tr. 

24*26.) Rukstele recalled: 

One of the reasons that Z wanted Fraud 
Section's participation and involvement in 
this case was precisely because they are in a 
better position to drive over to Langley and 
do what is necessary at Langley. They have 
the clearances. They've done it before. They 
know how to do it. Zt's much easier for them. 

Fraud Section was in a better position to take 
care of this than a line assistant working the 
case in Atlanta.* 

Because KcXensie was otherwise occupied with an unrelated 
trial during the early summer of. 1990, Rukstele sent a letter to 
Richard, dated July 3, with a copy to Urgenson, advising DOJ of the 
status of the BKL investigation and maScing certain requests of 
DOJ.* (OIC £x. 7; Rukstele Tr. 36*37.) Rukstele's July 3 letter 
did not request information on the specific issue of whether "BKL- 
Rome knew." Rather*, it asked for intelligence on "what knowledge 
and role, if any, the Central Intelligence Agency had or played in 


*These differing views as to who had ultimate responsibility 
for requesting, . reviewing, and following up on intelligence 
information continued throughout this matter, as jdescribed belov, 
and undoubtedly contributed to the confusion surrounding the events 
in September 1992. 

*Rukstele's July 3 letter also stated that arrangements were 
being made to interview Wafai Dajani ("Dejani") , an associate of 
Christopher P. Drogoul ("Drogoul") , because Dajani had purportedly 
stated that "BKL*Rome knew" of irregularities in Atlanta. 
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BHL dealings -vith foreign governaents in general and Iraq nore 

specifically.* The letter further stated: 

1 cannot over eaphasize to you the inportance 
■ of the answers to these questions to our 
overall investigation. As yog ■ well know, 
experience has deaonstrated that CIA knowledge 
and participation can seriously iapact a 
decision to prosecute. 

(OIC Ex. 7, ,p. 2) As written, the letter appeared to focus sore on 
"greyaail* defense issues than on eonfiraing or contradicting the 
USAO's theory that BKIi-Roae was a *victia.* (Clark Tr. 64>65; 
Greenberg Tr. 89*91; Rukstele Tr. 37*40.) 

At Orgenson's request, Greenberg then contacted the 
intelligence agencies direetl];, starting with the CZA, in a 
acaorandim, dated August 3, 1990, to ^|||||^m|||P Assistant 
General Counsel, CIA Greenberg's inquiry was not 
liaited to the issue of whether the CIA had any Icnowledga of, or 
participation in, BMt-Atlanta's unautborized lending activity. He 
expanded the request to seek an *all eonponent search” for any 
inforaation that the CIA had regarding BHL by fraaing three broad 
areas of inquiry: * 

(i) to deteraine whether the CIA had any 
inforaation about BtO. (or certain individuals) 
generally, or whether the CIA had any 
relationship with thea, or whether there were 
reasons that any of their indictaents "should 
not be sought or would ceaprealse intelligence 
equities”; 

(ii) confiraation on the death of a proposed 
defendant, Sadik H. Taha, Director General for 
Agreeaents and Loans, Central Bank of Iraq, an 
Iraqi national; and 

(iii) inforaation on whether BHL loan proceeds 
were used for the purchase of sidewinder 
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missiles and/or parts or technology for the 
Condor missile. 


(OIC Ex. 10, p. 2; Clark Tr* €6; Greenberg Tr.. 104-109.) 

According to Greenberg, he made it very clear to 
and W. Ceorga Jaaeson, Assoeiat* General Counsel at the CIA 
("Jameson"), in telephone conversations, that his request included 
any information regarding whether *BNX>>Reae )cnev." (Greenberg Tr. 


109-113, 115) Clarh Tr. 66.) 

The requests were handled entirely by the Fraud Section 

of the DOJ's Criminal Division. At around this time, Mueller was 

generally aware of, but did not actively participate in, the 

requests for infotsation fm| the Intelligence Community. He 

received a memorandua, dated August 19, 1990, from then-Assistant 

% 

Attorney General Edvard SeGe DennlSp Jr# that briefly described the 
facts of tne case and the scope of the anticipated indictment, and 
stated: **At request of the (Atlanta) United States Attorney's 

Office, the Fraud Section is maJclng appropriate Inquiries to 
determine whether the Central Intelligence Agency knew of, or 
participated In, BKL's dealings with foreign governments and 
nationals.”'^ (OIC tx. 307; Mueller Tr. 17 •} 

During the Spring of 1900, Urgenson attended meetings 
with State Department and NSC officials, including Nicholas Nostov, 
Special Assistant to the President and Legal* Advisor, NSC* The 
purpose of these meetings was to keep the Intelligence Community 

^^A draft memorandum, dated August 13, 1990, from Dennis to 
William P. Barr, then-Deputy Attorney General, briefly summarized 
the status of the BNL case, but omitted any mention of CIA or 
Intelligence Community Inquiries. (OIC Ex. 11.) 
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infonaed of the status of the BNL ease. Aceordin? to the OOJ and 
USAO representatives who attended these aeetings, there were no 
pressures or preferences. -subtle or ethervi;se« expressed at these 
aeetings to shape or liait the scope of the WL Zndictaent." 
(Urgenson Tr. 43-47; McXentie Tr. 25-28; RukStsle Tr. 30-34; Rostov 
Tr. 31-32.) 

ZZZ. ZHTOmtATZOK OATBZUSO A8D DZMZMZVATtO BY TZZ ZVTBXXZ6BHCB 

eOKKDMITY— sePTBHBgK leSf - BEBBOABr IMl 

The Intelligence Coaaunlty had been gathering and 

disseminating inforaation in the normal course regarding BHZ/- 

Atlanta's activities long before Greenberg's August 3» 1990 request 

to the CZA. This section of the Report exanipes the gathering and 

dissemination of information by the Intelligence Coaaunity in order 

to define the context in which s^cifie information was ultiaately 

transmitted by the DOJ in response to Greenberg's requests. 


A. latelligtagt-mpgrtt-nthtgta 



BNL scandal through aedia reports in Septeaber 1989, and began 
gathering information and subaitting reports shortly thereafter. 
The first report was filed on Septeaber 12, 1989. 5-6, 


”ozc Ex. 8 describes the proposed agenda for such a -Besting, . 
scheduled for May 29, 1990 at the Old Executive Office. Building. 
The location of the aeeting was later changed to the State 
Oepartaent. 
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mm All reports were subsltted to CIA headquarters for review 
and disseaination, although aoaa reports vers not disseainatad 
. outside the CIA for reasons discussed later in this Report. 

Th. Oir«eter«tt ot Iiit«lli 9 «net (*0Z”) at tha CIA vaa 
also following the BNL scandal, and was gathering inforaation and 


preparing reports. 


I, foraer Econoaic Analyst on 


Iraq, stated that she followed the BKL scandal by reading the daily 


^^is fora of date and year is coaaonly used by the 
Intelligence Coaaunity in their cables and other intelligence 
inforaation. Therefore, ve are adopting that usage when 
referencing such aaterials within this Report. 



»rters circulated a cable dated 26 Septeaber 1989 

that listed a series of questions raised b y the 

** unfold ing" BKL scandal. (OIC Ex. 10 6.) On that saae day, 

sent a cable to headquarters "attempting to 

respond to HQs requireaents for reporting information on the 
current [BKL] scandal." The cable asked for guidance on whether to 
re ■■ ‘ ‘ ' 
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clc.*t.rcr.ic intelligence reporting, tr.c newspapers, and socc exclu- 
sive reporting froo the Directorate of Operations ("DC") and the 
State Department. In late September or October 1991, 

t>gpe- 

script’* dated 6 November 1989 (the "6 November Typescript") on the 
repercussions of the BNL scandal. however, was not sure 
whether her information regarding vhat "BNL-Rome knew" was limited 
to press reports. Tr« 5-20.) 



single 

reports froa both the DIA and the Stete bepartaent, as well as soae 
of the CIA reports, contained Inforaation on the issue of whether 
BKL officiels outside of Atlentt- knew about BKL-Atlenta's unauth- 
orized loans to Iraq. In particular, ten intelligence reports 
between Septeaber 1989 (approxiaately one aonth after the August < 
search of BKL-Atlanta) and February 1991 (whan the Drogoul indict- 
nent was returned) have bean identified as suggesting that "BNL- 
Roae knew." The relevant portions of those cables are sursarized 

1 . Th. 1? s.p».Bbi.r 1989 DT> eablti 



>‘A "t>?escript" is a finished intelligence oeasrandua prepared 
■y the CIA's Directorate of Intelligence. 
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This 


disseminated outside the 


The_12 _SepteBber 1989 CIA operations 
cable ; 



The— 5 October 1989 CIA intelligence 
cable ; 



> 
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. A. The 20 October 19B9 CIA Intglllaence cable ; 



This cable was submitte d by the CIA's 

end was 

d^Kninatec^o^oriiround ^tober 20, 
1984 to the FBI and other govemaental 
departments, but not the DOJ. (OXC Ex> 
310.) 


S. The 6 Novem ber 1989 CIA Typescript; 

This report was prepared by the CIA*s 
Directorate of Intelligence and stated, 
inter alia , that: "BNL*s North American 
headquarters in New York and the bank’s 
directors in Rome publicly denied know- 
ing about the letters of credi^ 
although a BKL official in 
claims he notified New York and Rome 
several times about the unusual activity 
in Atlanta, according to press reports. 
Press reports also indicate a BNL branch 
in Udine, Italy referred customers 
exporting to Iraq to the Atlanta 
branch-" (OIC Ex. 14, p. 2.) 

This typescript was sent to the Department 
of Agriculture on January 31, 1990 (A 2 £ 

subparagraph 8, below), to Clark at DOJ on 
March 11. 1991. (OIC Ex. 14.) 
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The 18 December 1989 State Deportpent cable ; 

This cable 
** [a]ccording 

Minister Guido Carli confirmed during 
testimony before the Senate Finance 
Committee on December 14 that several 
employees in the [BNL) Rone office, 
including one high-level official, knew 
of the unauthorized extension of credits 
in favor of exports to Iraq by the 
Bank's branch in Atlanta. • •• The Rome 
connection was reportedly uncovered 
through a series of -telexes and faxes 
between the Italian headquarters and the 
Atlanta branch • • • involv[ing] the 

Udine-based company Danieli's request 
for financing. • .." 


stated that 

to press reports, Treasury 


According to the header on the 
cable, it was disseminated to the 
DOJ on or about December 18, 1989. 
(OIC Ex. 311.) 


Thg 12 January , I9?9 glA ..iatelliq^ngg 



This cable was submitted^ 
and was disseminated on or about January 
1990 to the FBI and other governmental 
departments, but not the DOJ. (OIC Ex. 59.) 
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The ILJanuarv cia letter: 


This letter fron 
CIA's Directorate of Inte] 


of the 
Ligence, Iran- 
Iraq Branch, Persian Gulf Division, 
Office of Near Eastern and South Asian 
Analysis, to David Kunkel, Office of the 
General Sales Manager, Foreign Agri- 
cultural Service, Department of Agricul- 
ture, transmitted the 6 November Type- 
script (OIC Ex. 14) listed in subpara- 
graph no« 5, above* The 31 January 
letter stated that "new information has 
come to light that* • • managers at BNL 
headquarters in ^Ron e were involved in 
the scandal." 




This letter was not disseminated to 
or the FBI until October 1992. 
Ex. 110.) 


the DOJ 
(OIC 


The 20 April 1990 CIA Intelligence cabl.t 



IS 


UNCLASSIFIED 
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. the way intelligence infonaatlon is noraally received and routed by 
the DOJ and the FBI when it is received froa the Intelligence 
Comaunity, and the liaitations on who aay review this inforaation. 

1. Beutiag Cables At the .OOJ 
Intelligence Coaaunity reports that are disseainated to 
the DOJ electronically are sent to either the DOJ Message Center in 
the baseaent et the DOJ Building in- Washington, or to the Coaaand 
Center on the sixth floor. ** The Coaaand Center receives all 

cables that are "Top Secret - Codeword" or that concern eaergency 
or "crisis" natters. Cables on routine natters are sent to the 
Message Center even if they are classified "Top Secret," "Secret," 
or "Confidential." (Ihibino Tr. 7; 19-21.) 

When a cable is received gleetronically at the DOJ, it is 
printed out and then routed by the Message Center or Coaaand Center 
to the particular division or attorney within the DOJ to whoa the 
cable is addressed. If the cable does not indicate which particu- 
lar division or attorney should receive the Infomation, the 
Message Center or Coaaand Center staff exercises its judgaent on 
who should receive the infomation based on the subject natter of 
the cable. Jerry Rubino ("Rubino"), Chief of Security at the DOJ, 
states that the Coanand Center staff has sufficient experience to 
know where to route ell eaergency or top secret-codeword cables, 
and to ansure :that whoever receives the cables has the proper 
clearance. (Rubino Tr. 12-14, 19, 21, 24.) 2 regard this 

'*Intelligenca Coaaunity infomation is also received by 
individual DOJ attorneys by sail or by courier. 
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assurance vitii slcepticiso, however. Further, there is no evidence 
that the Message Center, which receives numerous cables every day 
on routine matters, has the same ability to route cables properly. 

The DOJ cannot confirm whether the cables at issue were 
properly routed in the September 1989 - February 1991 period. The 
Command Center has a hard-copy and computer leg for every cable 
received and routed within the OOJ, and retains that log for only 
one year. The Message Center retains a leg for just 30 days. 
There is no. central records repository where cables are eitalogued 
and filed after they have been routed within the OCU^ (Sublno Tr. 
9-11, 24.) 


No one in the Fraud Section of the Criminal Division at 
OOJ recalls receiving the intelligence information listed in Items 
8 and 9 abova, avan though Itam‘9 Indleataa that It vaa dlsaaain- 
atad to DOJ. Richard racalla having racalvad niiaarous cablas on a 
regular haaia aa part of his raaponaibilitiaa in intamational 
affairs, but ha haa no racollaction or racord of racaiving any 
cables concerning BKL. (Clark Tr. 48, 52; Richard Tr. 20-25, 28- 
32.) The Atlanta prosacutora did not have security clearance to 
reviev classified information until April 1991, and accordingly 
they did not receive these cables when they vara diaseainated. 
(McKenzie Tr« 39, 56.) ' 


2o Routing Cables At the fSZ 
The process for routing cables at the FBZ- in the 
September 1989 - February 1991 period was more structured. The 
cables were received electronically at the FBZ Coaaunications 
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Center, and routed in hard copy form to the specific individual or 
entity identified on the "pass line."’^ If no person or entity was 
identified, the cable was routed according to the unit or section 
most likely to be involved in the subject aatter of the cable. The 
Unit or Section Chief in turn forwarded the cable to the appropri- 
ate Supervisory Special Agent. Any of these persons could forward 
the information to another unit or section or to a field office. 
The information could also be marked for Indexing and storage on a 

•4 ^ 

computer by the Information Services Section, and later be 
retrieved by searching for the date, the sender, or the sxibject 
matter. Hard copies of all cables were eventually stored accozrding 
to general sxibject matter in ^e central records system at rBI 
headquarters. The FBI's review qf these hard copies shows that the 
CIA cables listed as Items 3, 4, end 6 above were routed to 
Division 6 (Criminal) at headquarters, and to the Atlanta field 
office (no indication as to any individual) 


'’After October 7, 1991, Top Secret or compartaented 
information was sent to the Special File Room, where a control form 
was attached to establish the chain of custody. 

^^e FBI headquarters files show that at least one CIA cable, 
dated 20 April 1990, was followed up on by Gregory D. Keacham, 
Supervisory Special Agent, FBI, who sent a teletype to the Legal 
Attachd in Rome on Kay 14, 1990. That teletype stated in part: 

The information contained in [the cable] was 
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c. HoD-PigsmiDitioD Of Cfrttia Ckblmm 

Four CIA intelligence cables were never disseainated 

outside the CIA, even though they were subnitte'dj 

for dissesination by headquarters. Those cables are: 

1. The 17 Ko vember 198 9 CIA intelligence 
cable : 





(OIC Ex. 318.) 



Robert Peter, 

renembers receiving this teletype and 
quarters was on top of the relevant CIA traffic regarding BKL. 


(Peter Tr. 39-43.) 
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4. The 7 December 1990 C IA intelligence ggble; 



(OIC Ex, 

The CIA operational cabl« 
17 November 1989 intelligence report 
FBI "Legat" advised 



accoipanying the 
states that the 
that the report 



was "discoverable" and could conceivably result in the source of 
the information being called as a witness in the BNL trial in 
Atlanta* comments from headquarters on 

this advice* Similarly, the CIA's operational cable 
accompanying the 7 December 1990 intelligence report 
states that: "*Legat* officer recommended against submission of the 
[report] noting that every paragraph contains damaging information 
which is 'clearly discoverable*'" (OIC Ex* 103;mH|rr* 55-62, 

S9-74.) mi 

prepared these cables, stated that the 
Assistant FBI "Lcgat" did in fact give this advice, but that Hh 
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nonetheless reconaended disseBination. not 

consider this advice to be pressure or influence to withhold or 

conceal intelligence infonaation regarding the 'BKL scandal. 

6-17.) Peter denied ever having .suggested that CIA 

intelligence reports not be subaitted. He stated that he siaply 

advised that discoverability of intelligence information was a 
« 

possibility given the existence of an ongoing crisinal proceeding, 
and he never believed that this veold result in the intelligence 
not being disseminated. (Peter Tr. 26*27, 22-33, 62-68.) 

I>apb^ Reports Officer 

CIA headquarters, testified that the only reason the threa 1989 
intelligence reports listed above vara not disseminated was because 
they reflected information already Reported in the London rinaneial 

e ' 

Times newspaper, and that the 1990 intelligence report listed above 
was factually unsupported. She denied that the CIA withheld any 
reports from dissemination bas^ on pressure or influence by the 
FBI "Legatt" H^Hfor by anyone else at DOT. mmir. 27- 
36-41.) 

m^^j^gtestirnony is supported by the cables that CXA 
headquarters was sending at the time. Specifi- 
cally, a cable dated 14 December 1989 trom CXA 

headquarters advises Movember 

24 November and November 1989 

Intelligence cables would not be disseminated because they repeated 
information already reported by the London Financial Times . (This 
14 December 1989 cable also notes that the "discoverability" of 
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intelligence was not a real concern.) Similarly, a cable dated 21 
December 1990 ^|||||||||||||||||^^ states that headquarters had 

decided not to disseminate the 7 December 1990 intelligence report 
because the source "did not appear to have any factual foundation 
for these allegations* We would be very interested in reporting on 
this topic if station is able to obtain more detail* * *." (oic 
104; |PH[||Tr* 58-62, 69-75;^|mmTr* 21-22.) ^||||^|^ 

IV* DOJ RECZrVBS IKTELLIOWICJ IKTOWCXTlOlf rROX TEE CIX, IK 

Rf SPOKSe TO ITS IKITIXL RSQUgSTS _>OCTgT_1990 _- OCTOBgR 
1990 

Raving described the intelligence information actually 
gathered and disseminated in the normal course on the subject of 
whether or not "BNL-Rome knew," I shall now turn to the specific 
requests by the DOJ for intelligence information in the BKL 
investigation* 

X* Thf MWt 24 .attril ,MtP9RM 

The CXX provided an "interim response" in a letter, dated 
August 24, 1990, from Jameson to D0J*s Greenberg* (OIC Ex* 15) 
The letter stated that a "preliminary review* had found a "signifi- 
cant amount of information" relating to three of the individual 
names Greenberg had provided, a "limited emount of information" as 
to twelve of the names, no information as to ten of the names, and 
that it vas not yot elaar whathar the CIA had operational relation- 
ships with any of the names* The letter further stated that addi- 
tional information would be provided once "component processing" 
bad been completed* Jameson stated that the current situation in 
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Iraq had caused CIA offices to be "quite busy" and made it diffi- 
cult for a faster response, but Jameson noted that an earlier- 
response would be possible if Greenberg had any specific questions* 
(OIC Ex. 15.) 


Although the DOJ*s August 3, 1990 memorandum request had 


been addressed Jameson had received the memorandum from 

and believes he assigned the project to a paralegal, JUjU 
Jameson viewed the DOJ*s^BKL reqpiest as "routine" and he did 
not review any of the information obtained by the CIA in its 
search* In signing the August 24, 1990 "interim response" letter, 
Jameson apparently took it for granted that^jjH^had contacted the 
appropriate CIA components and had properly executed the search*^ 
(Jameson Tr. 15-22, 24-25.) 

Greenberg wrote an E-Mail to Urgenson on August 24, 1990 


summarizing information that he had received from Jameson *s 

"interim response." (OIC Ex. 12.) Greenberg*e memorandum noted: 

CIA will process the materials as soon as 
possible, but, given the situation in Iraq 
they don^t feel they will be able to finish 
until early September. Baring (sic) some 
exigent circumstance on our part Z suggest we 
do not press them at this time. (OIC Ex. 12, 

P. 1.) 


^James on ^s not completely certain that he assigned the 
project to sHp although he refers to V|^in his letter to 
Greenberg. According to Jameson, it was not~unusual for attorneys 
within the CIA*s Office of General Counsel ("OGC") to have letters 
for their signatures prepared by subordinates and for attorneys to 
sign such letters without detailed review. The general philosophy 
in the OGC was that "you don't want to micro-manage staff" and, in 
the metaphor of General Counsel Elizabeth Rindsicopf, "we want 
thoroughbreds and we want ... to let them run." (Jameson Tr. 73* 
74.) 
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B. Th« CIX's OetobT » IfapoBH 

By letter to Greenberg dated October 2 , 1990, Jaaeson 
suppleaented the CZA's earlier response by citing certain informa- 
tion "relating to BHl. transactions in financing activities in Iraq” 
and annexing classified exhibits in response to Greenberg's request 
for infonation on the naaed individuals. (OIC Exs. 17 and 18, 
respectively. The classified exhibits included responses in 
connection with the naaes provided by Greenberg and referred to 28 
"intell reports" (or cables) that "aay be passed on to Justice." 
(OZC Ex. 18, pp. 1-2, 5-7, 9-11.) The October 2, 1990 letter also 
referred to the existence of classified doeuaents originated by the 
State Oepartaent, NSA and OZA.** : 

An E-Mail frea Richard ^ Mueller dated October 5, 1990 
suggests that DOJ vas also avare of the CIA cables that case in the 
October 2 response. The E-Mail reads: 

iRiat a way to start the day - Greenberg tells 
Be he has received soae interesting aaterial 
from CZA which be wants to bring to our 
attention. Just an alert. 

(OIC Ex. 317.) Neither Greenberg nor Richard reaeabered reviewing 
any cZA aateriala with Mueller at the tiae. 



°As with the CZA's August 24 "interia response," Jaaeson did 
not personally review any of the inforaation gathered by the CZA. 
A distribution list attached to Jaaeson's copy of his Octobers 

l*ee«r ee Craanbartr Indlcmeaa ehae tha laeear wee praparad 

for.Jaaeson's signature. (Jaaeson Tr. 28-31.) . 


*^e CZA vas unable to provide the OOJ with such doeuaents 
because of the "third agency rule," which provide s that o nly the 
originating agency can disseainate its doeuaents. fHH^Tr. Si- 
ll; Jaaeson Tr. 33-34, 38.) 
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Although Greenberg and Clark generally remembered 
reviewing intelligence materials attached to this CIA letter/ they 
do not recall which specific information ‘they reviewed.*^ 
Greenberg's review seems to be confirmed by ^e fact that Urgenson 
recalls taking notes on information provided by Greenberg regarding 
the CIA's Octob^er 2 response that same day. Urgenson *s typed notes 
included the following observations: 



'^^Greenberg, .who recalls having seen the CIA cables dated 5 
October 1989, 12 January 1990, and 20 October 1989 that are 
referred to above, has no recollection of having seen the other 
intelligence information suggesting that "BNX^Rome . knew.” 
(Greenberg Tr. 120-143.) Similarly, Clar)c recalls having reviewed 
all the CIA cables provided back in that time frame, but has no 
recollection of any specific cables. Clark is fairly sure that all 
the CIA cables received on October 2, 1990 are listed on the April 
1992 index prepared by Nancy Brinkac. (Clark Tr. 76-85, 95-106.) 
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(OIC Ex. 12.) 

Although Urgensen could not recall seeing specific CIA 

cables, his notes suggest that on October 2 , 1990, Greenberg 

« 

informed his of the substance of at least four CIA intelligence 
cables dated 15 September 1989, 12 January 1990, 5 October 1989, 
and 20 April 1990, respectively. The last three cables suggest 
that some BNL-Rose officials may have had contemporaneous knowledge 
of the unauthorised loans by BHL-Atlanta. 

Ve AODXTXOKAL DOJ MQU18TS rOI IRIUZOUCS IXTORXATXOV ntOX 

ALL TSX AOZmCXSS, ASD MJ?OXIU TO TXOil JtXQUlSTS — 

OCTOgra I99g,mm..KMa l»fl ; 

A. The PQJ ^tter Requests 

Greenberg followed up on Jameson's October 2 response 
that, aUa, referred to documents originated by other 

agencies ( i.e. . the” "third agency rule”). He sent letters, dated 
October 8, 1990, to Jameson at the CXA (OXC £x. 20), William J. 
Allard, General Counsel, at the DXA (OXC Ex. 70), and to the H5C 
and State Department* Xn addition, Greenberg sent a similar letter 
request for BHL-related information to the HSX on October 12, 
1990.^ 


^^Greenberg sent the October 8 letter to Jameson at the CIA as 
well, just to be sure that the search was as complete as possible. 
(Greenberg Tr. 161.) 
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Greenberg's October 8 and October 12 letters broadly 
requested "any infonation . . . relating to BML, Its Atlanta 
agency operations, and the Italian and Iraqi governaents," aaong 
other things. The letters also sought inlonation about those 
agencies' relationships with 31 listed individuals and coapanies 
and "whether BNL funds ^ were used directly or indirectly for the 
purchase of iapieaents of war or dual use iteas which can be used 
in the aanufaeture of iapieaents of war." Finally, the letters 
updated the list of individual naaes that Greenberg had sent to the 
CIA with- his August 3 letter, and it liaited the search to the tiae 
period beginning March 1986. Greenberg believed that these bread 
requests also called for inferaation on whether BKI<>ltoBe knew, as 
well as aany other subjects. (Clark tr. 109-110; Greenberg Tr. 

a . 

114 - 115 , 162 - 163 .) 

B. The CIA«s •uBDleaental Betoense - Peeeaber 1990 
On Deceaber 18, 1990, the CXA wrote a third response 
letter to Greenberg as part of its overall response to the DOJ 
inquiries for BML ' intelligence inferaation and, specifically, 
Greenberg's October 8 letter. (OlC Ex. 61.) The Deceaber 18 
letter reiterated that the CIA had received cables disseainated by 
the State Departaent, and that it was referring those cables to the 
State Departaent for its further review and a direct response to 
Greenberg's requests at D03.** In total, the CIA provided ever 100 


^*ln letters dated October 19 and Deceaber 19, 1990, the CIA 
referred such cables to the State Departaent and DIA. (OIC Ex. 
76.) 
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cables, intelligence reports and siir.paries to the DOJ in response 
to the Greenberg reqpuests. However, Dost of those cables did not 
relate to the issue of whether "BNL-Rooe )cnev," 

C. The DIA Ragpopge « Kovenber 1990 
The DIA provided an inter is response to Greenberg's 
October 8 request by letter, dated November 23, 1990, from Terry Z. 
Bathen, Assiiitant General Counsel ("Bathen"]* (QIC Ex. 73.) 
Bathen had received the assigrpent to -prepare the DIA's response 
fron Robert H. Berry, Jr., Deputy General Counsel ("Berry*'). 
Bathen *s letter to Greenberg included three intelligence reports 
that the DIA considered responsive. (OIC Z:^. 74} 


One of those reports, as discussed above, was a cable 



reports of greater national security concern. (Berry Tr. 15-16.) 
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(Cie Ex. 74.) 
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I drew the interest of Greenberg end 


Clark at OOJ and they arranged to aeet with! 


[and Bathen In 


January 1991. (Berry Tr. 17, 21-33, 34-37.) Bathen's nesorandua 
of that aeeting, dated January 11, 1991, indicates that said 
he Bay have written a second report or draft on the issue. (OIC 
EX. 81.) The OIA conducted a search for a second such report or 
draft, but found nothing on file. Bathen later told Berry that 
when he told Jm had been unable to locate any 

drafts of such a second report ,^||im^expressed uncertainty as to 
whether he had in fact written such a report. (Berry Tr. 35-36.) 
After that aeeting, Greenberg ahd Clark believed that^jj||||Phad 
inflated the extent of his sourcf's knowledge and did not believe 
the mmp report to be significant. (Berry Tr. 17; Clark 
Tr. 121.) According to Berry, Mthon reached the saae conclusion, 
froa the aeeting. (Berry Tr. 16-17.) 

The DZA also provided a suppleaental response by two 

letters, dated January 2, 1991, froa Bathen to Greenberg, that 

transaitted a total of six cables. (OZC Sxs. 79 and 80.) Bathen 

sent two letters on the saae date because one enclosed five cables 

labeled "Classified" (OZC Ex. 79, with enclosures) and a separate 

letter transaitted a cable labeled "Top Secret— SCZ* .(OZC Ex. 80, 

with enclosure) .' Hone of the six cables is relevant to the issue 

of whather BNL-Roae had conteaporaneous knowledge of the unlawful 

.• 

activities at BNL-Atlanta. 
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D* Tbt Bt«t> P«p«rtMtnt R«spon«> - itto 

The State Oepartoent responded to Greenberg's October 8 
information request with a letter dated Decenber 18, 1990. The 
letter asserted that the State Oepartnent had gathered a "nusber of 
possibly relevant docuaents.* Over 100 intelligence reports were 
ultimately provided to the OOJ from the State Department.^ Clark 
reviewed these State Department intelligence reports in Washington, 
although he did not remember precisely when; and the prosecutors 
transported the cables to Atlanta in April 1992 the cables for 
their review. (Clark Tr. 119.)' Most of these cables did not 
relate to whether "BNL-Rome knew." 

t. The MBA Response - leeif 

Xn response to Greenberg's October 8 requests, NSA 

•a 

conducted a broad search of the data-*basa aost liXely to contain 
inforaation regarding SKL, and discovered a nuaber of reports of 
* intercepted coaaunieations it thought were responsive. At some 
point in Decenber 1989, Je Lionel Kennedy, an attorney at HSA 
supervising this search, orally advised Clark or Greenberg that 
those reports were available for their review. On Decenber 17, 


State Department internal neaorandua from ^'L." (the Legal 
Departaent) to **File,* dated January 2, 1990, records that DOJ*s 
Clark received from the* State Department 32 cables that were 
referred by the CIA, 3 cables froa State Department's own files, 
and 48 docuaents retrieved by Frank Kachak of FAIM. Such documents 
were transmitted to Clark froa the State Departaent with a cover 
memorandum, also dated January 2, 1990. According to all available 
documents and testimony, the dates in both memoranda appear to be 
inaccurate f i-e. . 1990 instead of 1991). A possible explanation 
may be that the author of the memoranda at the State Department, 
writing just after the new year (January 2), inadvertently used the 
previous year in dating the memoranda. 
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Clark and Greenberg visited NSA to review these reports and went 
through ©ost of the material. Kennedy expected them to return the 
following week to continue their review, but never heard back from 
them. Kennedy was fairly sure that Clark and Greenberg did not 
complete their review of the KSA reports, and Greenberg confirmed 
that impression.^ (Kennedy Tr. 7-26; Clark Tr. 121; Greenberg Tr. 
179-185} • There is no record that anyone at the DOJ ever vent-back 
to complete the review. (Kennedy Tr. 24-26.) 

?. The K8C ResDOPse - Kovenber 1990 

On Kovember 29, 1990, Greenberg reviewed the NSC 
materials responsive to his requests which were related to "foreign 
policy" issues, such as loans to'Zraq. They contained no informa- 
tion on the sxibject of whether BKL-Rome knew, or whether the 

• . . 

intelligence agencies had contemporaneous knowledge of BML- 
Atlanta's unauthorized loans. (OZC Cx. 202; Greenberg Tr. 167- 
173.) Clark did not recall reviewing any NSC documents (Clark Tr« 
121 .) 


^rsi agents reviewed all these NSX reports again in connection 
vith this investigation, and found nothing on the s\ibject*of BKL- 
8ome*s contemporaneous knowledge of BNL-Atlanta activities. Simi- 
larly, they found nothing bearing on any knowledge of U.S. intelli- 
gence agencies of the BNL scandal or their involvement therein. 
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VI. COKMOMICATIOHS timV TEZ OOJ MOASOXXO IVTEUICBNCS 

IK.»OIOtATIOH — OCTOBER - PgCZKflER 1»0 

Zn June 1990, OOJ clearly took responsibility for 

coordinating all the requests Bade to the Intelligence Coaaunity 

regarding the BNL investigation and the gathering of responsive 

eater ials. However, there is soae disagreement as to who had the 

ultimate responsibility for reviewing, analyzing, and following up 

on the information received. 

Clark stated that he conducted an initial review of the 
intelligence information and did some follow-up, as described 
above. He further stated that be probably told the OSAO that, 
in his opinion, the intelligence information was mostly speculative 
or did not establish "contemporaneous knowledge” by BNL-Rome. 
However, Clark insists that he told the OSAO that they had to look 

A 

at the infonsation for thensel vas, and that they should do their 
own analysis and follov*upe Clark denies that he ever reached any 
fira conclusions about this aaterial. Zn rlark’s vlev, the USAO 
had such greater familiarity vith the facts « and could better 
determine vhat intelligence information vas useful. (Clark Tr« 


^Creenberg believed that very little follov-up vas done on any 
of the intelligence, information, even though such follov«up would 
have been routine. He assumed that Clark would conduct such 
follow-up "when aippropriate,* but certainly before the indictment. 
Greenberg did not believe he vas responsible for these tasks, 
because he vas becoming less and less involved in the BHL matter. 
(Greenberg Tr. 144-154.) Mueller noted, however, that prosecutors 
.<lid not traditionally focus on leads from intelligence sources as 
being particularly productive, for a variety of reasons. (Mueller 
Tr. 36-38.) 
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122 - 126 , 127-130, 138-139, 152.)^’ I must note, however, that 

within DOJ, Clark was the aost knowledgeable about the BNL matter* 

By contrast, the USAO believed that Greenberg and Clark 

had assumed responsibility for reviewing this intelligence 

information* As Ruk^tele stated: 

' i '• 

Clark lived with this case for months* And 
he's a bright guy* And Z have all the confi- 
dence , in the world in him to look at a CZA 
document and say, this impacts on the indict- 
ment, or this doesn't impact on the 
indictment. 

(Hukstele Tr. 53.) McXensie, Rukstele and Wade each recall that 
Clark stated that he and Greenberg had reviewed responsive material 
from the intelligence agencies and determined that the information 
compiled would not affect or influence the proposed expanded 

indictment* (McKenzie Tr* 57-60;. .Wade Tr* 34-37; Rukstele Tr* 49- 

•• 

H 

54.) Moreover, the USAO thought that its reliance on Greenberg and 
Clark was justified because both had greater experience in the 
Intelligence Community, the appropriate security clearances, famil- 
iarity with the facts and issues in the BNL case, and both had been 
given the assignment by Urgenson at the April 1990 meeting at DOJ's 
Command Center* (McKenzie Tr* 54-60; Ru3cstele Tr* 43-53*} 


Clark's version seems to be supported by a memorandum 
dated December 6 , 1990 from Clark to McKenzie that discussed 
Clark's work on the indictment and advised that "some of the CZA 
materials are here and can be reviewed by you at any time** (OIC 
£x. 29.) Clark's memorandum also stated that additional CIA, State 
Department and DIA responses were expected* Clark also informed 
Urgenson in a memorandum, dated December 7, 1990, that BHL-related 
materials from CIA, DIA, State Department, and KSA would be 
available for the USAO's inspection at DOJ within two weeks* (OIC 
Ex* 27.) 
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Letters and oemoranda fron McKenzie to OOJ in the Pall cf 
1990 appear to support the USAO's view that DOJ had the responsi- 
bility for handling Intelligence Coaaunity issues. McKenzie wrote 
a necorandua to Greenberg« dated October 9, *1990 (OIC Ex. 91 ), and 
a letter dated October 15f 1990, to Urgenson (OIC Ex. 21) seeking 
general intelligence information (not specifically focused on BNL- 
RoDe*s knowledge), that she believed "could impact the final scheme 
draft [of the Indictfient].*^ (OIC Ex« 21.) McKenzie wrote 
Urgenson again on Deceaber 10, 1990, repeating the requests for 
inforsatiqn on U.S. govemaent involvement in the BKL-Atlanta 
activities. (OIC Ex. 28.) Aaong other things, McKenzie's letter 
sought a written response to inquiries concerning: 

(a) Whether the unauthorized BHL-Atlanta 
funding was orchestrated^ approved or directed 
by any facet of the W.S. intelligence or 
counter Intelligence Coaaunity prior to August 
4, 1989; (and) 

(b) whether any facet of the U.S. Intelli- 
gence CoBBunity had any )oiowledge of illegal 
activities at BHL-Atlanta prior to August 4, 


^McKenzie and Ru)cstele also subaltted a status report to 
Mueller, dated October 1, 1990, to supplement the April 1990 
prosecution aenorandua. The status report agaiii raised the 
question about the )cnovledge of the U.S. Intelligence Coaaunity, 
but it is unclear to whoa the issues were assigned: \ 

Unanswered questions exist about the size, 
sophistication and activities of the Iraq^ 
procurement network discovered during the 
investigation. Concern centers on what 
knowledge, if any, the U.S. intelligence and 
counter-intelligence agencies possessed and 
any assistance provided to the Iraqi network 
by the U.S. 

(OIC Ex. 16, p. 14) 
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1989, and if 60 , what did they know and when 
did they 3cnow it.^ 


(OIC EX. 28, p. 1.) 

Siailarly, a January 28, 1991 aenorandua from Clark to 
Taylor reflects that Clark was directly involved in the drafting of 
a new prosecution aeBorandoa, even to the i^int of directing the 
precise language to be put into that aenorandua concerning intelli- 
gence Infonation received by OOJ. The January 28 neaoranduB thus 
shows that Clark was aore involved in the overall BNL natter than 


he now recalls. (OIC Ex. 303: Clark Tr. 138.) 

Za any event, it dees net appear that anyone froa the 
(ISAO Task foree reviewed any of thf intelligence inforaatien prior 
to the indietaent being rstOmed* gh rebruary 28, 1991. (NcXenrie 
Tr. 87-89.) Thus, at that point> the OSAO aust have been relying 
upon the review by OOJ, regardless of whether that reliance was 
justified or whether further revieir was necessary. Clark di<* net 
believe that any of the intelligence inforaatien that he reviewed 
"indicated with any ^gree of certainty that BKL-Roae or BKL aan- 
ageaent outside of "AtlMta was culpable and aware." (Clark Tr. 
128-127; Creenberg Tr. If9.) Clark also believed that the Task 


^cXenric also wrote a letter, datdd October 19, 1990, to 
Wendy Blank in the Office of Zntemhtienal |Af fairs, OOJ, and sought 
access to doeuaents seized by thS Britikh in the case against 
Matrix-Churchill, TOG, TKO and certain individuals. (OIC Ex. 305.) 
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force already resolved the possible leads raised in the cables.^ 
(Clark Tr. 90-94; 100-106.) 


VII. rUKTBEX DEBATE ON VEZTEER BNL-ROia JOm"— OCTOBER 1990 - 

- : 

Even though the USAO continued to advocate in its October 
1990 prosecution neaoranduo that BKI/-RoBe vas a victin of the BNL- 
Atlanta scheme, <OOJ vas still not convinced.^ A Noveaber 13, 1990 
aeaorandua to Orgenson froa Clark recounted a seating he had in New 
York vith officials at the Federal Reserve regarding BNL. (OIC 
Ex. 23.) In the aeaorandua, Clark described a nuaber of docuaents 
containing infocaation that suggested "BNt-Roae knew, ■ and raising 
leads that ha had not been avare of and that had not (to his 
knowledge) been pursued in Atlan^.^ (Clark Tr. 115>117.) 

The Noveaber 13 Clark aeaorandua resulted In a six-page 
letter froa Orgenson to Rukstele, dated Noveaber IS, 1990, which 
.. raised a series of questions as to the involveaent of BHI. 
aanageaent outside Atlanta, and asked what steps had been taken to 
follow up various leads. (OIC Ex. 24.) The Clark Baaorandua also 


^Civen Clark's strong feelings, even up to the eve of the 
Indictaent's return, it would appear that had intelligence 
inforaation supported his view, he would have disclosed this 
supportive evidence to the OSAO and the D07. 

”ln an October 1, 1990 status report to Rueller, Rukstele said 
that "final approval of the proposed indictaent aust be secured 
from • • • D^partmmnt of Stat^ and national Saeuri^y Council.” 
(OtC Ex. IS.) Mueller disagreed vith this stateaent, saying 
neither agency had the right to approve this Indictaent. (Mueller 
Tr. 20-21.) 

^On Oeceaber 1, Clark raised this question again in a rough 
draft aeaorandua to Orgenson concerning the latest draft indictaent 
proposed by the Atlanta OSAO. (OXC Ex. 304.) 


40 



596 



UNCLASS. 

pronipted Urgenson to write a memorandun to Mueller, dated Nov 

30, 1990, stating that: 

In brief, our review continues to raise signi- 
ficant questions concerning the completeness 
of the U.S« Attorney’s investigation on the 
central issue of whether Banca Kazionale del 
Lavoro (BNL) was an unwitting victim of a 
scheme to defraud. I am sending • • • ClarX 
and • • • Taylor to Atlanta ne>ct Monday to 
review all memoranda of interviews and the 
documentary evidence the U.S. Attorney intends 
to use in its case chief as well as to develop 
a list of witnesses iU.S. and' Italian) who 
should be called before a grand jury. 

(QIC Ex. 26.) 

On January 11# 1991# members of the USAO and Tas)c Force 
(Ruc)cstele, McKenzie# AUSA Kent Alexander# Brill# and Agent Wade) 
net with attorneys from DOJ (Urgenson# Clar)c and Taylor) to discuss 
the status of the case. An outline of the agenda for that meeting 
shows that the USAO made presentations on several issues in this 
case, including a discussion by AUSA Alexander on the "importance 
of indicting the case as a scheme to defraud." Two of the points 
on the outline for this topic were: 

7. Congressional scrutiny and lUcely charges of a 
cover-up. 

8. Media scrutiny and liXely charges of a cover-up. 
(Oic £x. 301.) Next to these points is handwriting that appears to 
say "State-Italian protest." 


At the January 11 meeting# it was agreed that# among 
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Aclanta between- January 25 and January 31 helping the USAO 
prosecutors conplete these tas)cs.^^ .(Clark Tr. 141.) 

Following 

review of docuaents, the OOJ finally accepted the view that neither 
BKL-Roae nor its eaployees should be indicted. On February- 1, 
1991, Urgenson wrote a aeaorandua to Mueller stating that, after 
this wor)c, he concurred with the USAO's recoaaendatien that BHL> 


Roae be treated as a victla. (OJC Ex. 32; Urgenson Tr. 145-146; 
Clark 143-151.) While Clark concurred in that recomaendation, he 
still had doubts, and wrote a aeaorandua to the file that ease day 
raising questions as to whether BNb-Soae )cnew or should have known 
of the BML-Atlanta seheae, particularly in light of an article 

I 

dated February 20, 1988 in the. Middle East Econoaie JUsasl 

e 

(riSEEC”)* (OZC Ex. 33.) (Two days later, Drogoul and Von Wedcl 
executed the first of the four MTLs with the Iraqis.) The KEEP 
article stated, aaong other things, that BKL-Atlanta bad coaaitted 
to financing aany hundreds of aillions of Coaaodity Credit Corpora- 
tion leans to Iraq, and that BNL was highly exposed to Iraqi risk. 
(OZC Ex. 203; Clark Tr. 145-150.), 

Greenberg stated that the DOJ attorneys retained concerns 
about the ease that were never eeapletely satisfied. In his view, 
the interviews of the Italians never fully resolved soae basic 
issues, and certain avenues of inquiry were not "pushed.* 


^^On or about January 15, 1991, kukstele announced 'that, 
effective February 15, 1992, he would becoae First Assistant O.S. 
Attorney in Las Vegas, KV, where he was before Atlanta, and there- 
after, he would no longer actively be involved in the BNL case. 
(Rukstele Tr. 60-62.) 
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(Greeni)erg Tr* Z02-203.) However, Greenberg pointed out that he 
V 2 S not closely involveij in the case at that point. (Greenberg Tr. 
203-204.) 

Whether or not the USAO or DOJ attorneys harbored private 

doubts about BNL-RoDe's ignorance of BKL-Atlanta's activities, all 

agreed that there vas insufficient evidence at that tine to warrant 

an indictnent against BKL*Rone. Clark did not believe that any of 

the intelligence inforsation vas |^probative” on this issue. (Clark 

Tr. 152, 126-127. ) He stated that the USAO could have been nore 

diligent in reviewing the available intelligence information; 

however, he did not think that a Bore diligent review would have 

resulted in a different conclusion. Re also said that he did not 

believe that the USAO deliberately ignored this inforsation. 

% 

(Clark Tr. 152-153, 155.) 

As a result of this work, the final Indictaent treated 
BKL-Rose as a "victis" of a scheme to defraud by Drogoul and others 
at BNL Atlanta. « 


^^e indictaent did not charge the Central Bank of Iraq 
("CBI"), even though it had been named as a potential defendant. 
Mueller testified that the decision not to indict CBI was based on 
foreign policy considerations raised by the State Departaent and 
the Treasury Departaent. (Mueller Tr. 24-26.) A February 8, 1991 
aeaorandua froa Nicholas Rostov, Esq. to Brent Scoveroft at the 
National Security Council on the BNZ, indictaent stated: 

I have inforaed Robert Mueller • • • of your 
reluctance to seek an indictaent of Iraqi 
govemaent officials vhoa ve are unlikely to 
take into custody. Bill Barr aay call you to 
discuss this Batter. • •• In the event Barr 
calls you about this matter, 1 recommend that, 
as part of the defense of your policy 
preference not to go forward, you carefully 
question hia vith respect to the [DOJ* si 
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VIII* XDDXTZOKXL ZKTBR-AQSKCY ZK70RXXTZ0V REQUESTS — 

FEBROXRY 19 91 

In February 1991, the OOJ renewed its requests to the ciA 
for name traces and information on certain individuals and cor- 
porate entities in anticipation of the BKL indictment about to be 
returned by a Grand Jury in Atlanta. Zn a letter dated February 9, 
1991, Richard of DOJ wrote Jameson and requested updated informa- 
tion on all the entities previously named in the Greenberg letters 
as veil as two new entities, Central Bank of Iraq and Rafidain 
Bank. Two days later, Richard orally requested Jameson to initiate 
a search on the Iraqi Ministry of Industry and Military Production 
and an updated search on Wafai Dajani. 

The CIA responded with a* letter, dated February 12, 1991, 
from Jameson to Richard. (OIC Ex^ 306. } The letter, consistent 
with previous responses, stated that ”[n]one of the [CIA] searches 
have located any record of either a current or past relationship 
between this agency and any of [the] individuals or entities" named 
in Richard's letter. The letter concluded by noting that "ve have 


been asked to respond to Congress about the BHL matter and would 
appreciate any thoughts on how to respond." 

The CIA provided an additional response to Richard's 
February 9 request in a letter, dated March 5, 1991, front 


. Assistant General Counsel, CIA (1 


) to Clark at DOJ. 


reasoning for wanting to proceed. ... 

(OIC Ex. 117.) Attorney General Barr said that he had no 
recollection of talking with anyone on this issue, and Rostov 
recalled no further discussion on this. (Barr Tr. 19*21; Rostov 
Tr. 38-41.) 
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(OIC Ex. 35.) The letter, with Attachments, conveyed 

additional information from the updated CIA searches in the form 
newspaper and television reports on 
(ii) 10 new intelligence reports on the named individuals and 
entities; and (iii) classified dociu&ents, originated by NSA and the 
<?tate Department, which were referred to those agencies. 

On or about February 22, 1991, the DOJ and the FBI 

% 

received the CIA cable (listed supra , on p. 17, subpara. 10), 

reporting 


There is no evidence the Fraud Section of the 
Criminal Division or the USAO Task Force ever saw this cable. (OIC 


IX. 


DOJ*S R2CXIPT 07 TX2 C POVXXBXl 19S9 TT?2SOtZ?T 
KAXCl 1991 : 


On March 11, 1991, 


ote another letter to Clark, 


Clark and Green- 


referring to a recent meeting attended by] 
berg, and enclosing a copy of the 6 November Typescript by the 
CIA's Directorate of Intelligence that had never been provided to 
the DOJ (OIC Ex. S3.) Clark did not believe that the typescript 
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vas at all significant on the issue of whether "BNL-Roae )cnew," 
because it vas based only on press reports. 

mUmH letter explained that the 6 November Typescript 
vas not produced in previous trace searches because "the office 
that produced it inadvertently failed to reference it in the 
indices maintained by the Directorate of Intelligence.”^ CIA 
Analyst Hmm did not understand this, saying that a copy of the 
typescript would have been kept in her personal file and her 
Division's file, and could have been easily retrieved. (Clark Tr. 
83-84, 154;^m|Tr. 23-27.) 

The 6 November Typescript had been the subject of the 
January 31, 1990 transmittal letter fromUjUmi^of the CIA to 
David Kunkel at Department of Agriculture but that letter vas not 
provided to the DOJ until October 1992. The January 31 letter 
stated that "new information” had come to light that ”m 2 magers at 
BNL headquarters in Rome were involved in the scandal.” 
had also drafted this letter for signature, 

unsure whether her sources at the time were ptiblic or private, but 
when she vas later asked to declassify this letter, she found a 



She vas 


^^embers of the USAO Task Force saw the 6 November Typescript 
in Washington on two occasions. First, Wade of the Department of 
Agriculture and Richard Horton of Customs saw it during a September 
13, 1991 trip to. Washington. McKenzie, Chartash and Wade sub- 
squently saw it when they traveled to Washington and viewed 
classified materials. (McKenzie Tr. 70-72; Chartash Tr. 60-61.) 

The 6 November Typescript vas ultimately sent to Atlanta 
by DOJ on July 9, 1992, in response to McKenzie's request for a 
copy of a report that had been cited in a recent Los Angeles Times 
article. When DOJ forwarded the 6 November Typescript, McKenzie and 
others in Atlanta realized that the newspaper article had cited a 
report that they had already seen. (McKenzie Tr. 71-72.) 
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pandon Financial Times article that supported this statement, and 
was able to declassify the letter on the grounds that a public 
source existed. Tr. 31*33.) She disagreed with the 

August 14, 1992 letter froa Elisabeth R. Rinds)copf) General Counsel 
to the CIA, to Allen Charles Raul, General Counsel to the 
Departaent of Agriculture, which suggested that the 31 January 
letter was based only on press reports. (OZC Ex. 223, p. 3; 



52*53.) 


Z. TBE COWZALEZ entOORY — OCTOBER 1991 

In October 1991, the House of Representatives' Coaaittee 

on Banking, Finance and Orban Affairs, chaired by Representative 

Henry Consalez ("the Gonzalez Coaaittee") aslced the CIA to produce 

certain BHL*relatad cables that the State Departaent had identified 

•• 

by serial nuaber, and referred to the CZA under the "third agency 
rule." The CZA declined to produce any "raw" classified intelli- 
gence inforaation to a "non-oversight" coaaittee in Congress (such 
as the Gonzalez Coaaittee) , but it agreed to prepare a suaaary of 
that inforaation as a coaproaise ("the Suaaary") . Zt also added 
two "Analytical Coaaents" at the end to "round out" the CZA 
Sttaaary. 

The section of the CZA's Directorate of Operations 

prepared the CZA Suaaary based solely on the cables that had gone 
to the State Departaent p and then passed it along to the Director* 
ate of Intelligence for analytical coBsentSs recalled 
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knowing the Svminary and analytical comaents would be reviewed by a 
congressional Coaaittee which prompted her to spend approximately 
two hours reviewing it {and possibly the cables) and preparing the 
comments. Her **Analytical Comment B" stated that two of the 
cables^ dated October 20, 1989 and February 21, 1991, "confirmed 
press allegations that more senior BKL officials in Rome were 
witting of BNL-Atlanta's activities.* does not recall 

reviewing any other BKL information before preparing the comments, 
although she had some background on BKL, discussed abo ve, tha t nay 
have influenced her thin)cing^^^^j|^m|Pr. 54«*60.) 

At her interview, insisted that the Summary and 

the underlying cables support' her analysis. She recognized, 

however, that the verb "confirmed^ could be misinterpreted to mean 

% 

that there was "evidence” that BKL-Rome )oiev, when she meant to 
suggest that the cables in the Summary constituted additional, 

* finer information that appeared to corroborate press reports. 
8imilarly,^Q|m|mtated that she did not mean to suggest that the 
cables showed that BHL-Rome was "witting” of any illegal activities 
at BKL-Atlanta. The word "activities” could refer to either lawful 
or unlawful activities, and the cables were ambiguous on that 
subject. (flH|Tr. 60-75.) 


did not recall whether she reviewed the 6 November 
Typescript or the 31 January 1990 letter during the preparation of 
Analytical Comment B. 
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After^gmH finished her coaaent6« the Susiaary with the 
analytical cocuaents was distributed to several people at the CIA/^ 
but it vas not distributed to the DOJ or the FBI. The Sumaary was 
reviewed by Dennis Kane, of the Gonzalez Committee, in October 
1991. Kane vas allowed to take notes on ^e Suamary and these 
notes apparently became the basis for the Gonzalez press release 
almost a year later, on September 14, 1992* (Clark Tr* 97 
Tr. 55.) 


XI. ADDITIONAL INTER- AGENCT REQUESTS — JUNE Iffl - 
FEBRUARY 1991 

The USAO continued to- make periodic requests for intelli- 
gence information, but none related to BKL-Roae's knowledge or the 
knowledge or participation of U.S. government agencies. For 
example, a letter dated June 7, 1991 from Alexander of the USAO to 

submitted four additional names for trace 
searches.^ In addition, Clark sent a facsimile transmittal, dated 
February 21, 1992, to transmittal 
from Clark states that he is transmitting *3 TD*s” that had been 
released to the CIA during 1990 and 1991 and that Clark would 


^^e of the people on the routing slip vas 
of the CIA<s Office of General Counsel, alt hough ■ BBBdoes not 
recall seeing the S ummary at that time. (^||0^Tr. 112-113 •} 
Almost a year later, flBB^wrote the September 4, 1992 CIA letter, 
for Holmes's signature, tha^con^ined responses that could be read 
to be inconsistent with ^^HHHAnalytical Comment B. 

^^Of the four names submitted, just one vas related to BHL. 
The other three names were submitted in connection with a separate, 
non-BNL matter that Alexander vas handling. 
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contact to discuss whether "review of the TD's would affect 

the BHL case." (oiC Ex. 225.) 

SIX. 1M8PSCTIOH or ZMTZLLIOSVCS ZM70RXXTZ0H BY TEZ D8XO 

TA8Z rORCZ TEAM — XPKIL 1»91 - XPRIL 1992 

The USXO and Its Task Force reviewed the intelligence 
information received by OOJ on at least three occasions after the 
Indictment was returned on February 28, 1991. Clark testified that 
the USAO and its Task Force members thoroughly reviewed the infor> 
cation on several occasions at DOJ, and that nothing was withheld 
from them. (Clark Tr. 130.) KcXenzie felt that the USAO and its 
Task Force had an "open invitation* to review the intelligence 
information, but she felt a visit was not mandatory or urgent 
because Clark had told them the materials would not affect the 
Indictment. Made recalls that he Reviewed some State Department 
cables in December 1990 or January 1991, and that he and Richard 
Horton (of Customs) reviewed CIA, OZA, and State Department reports 
at DOJ on September 13, 1991. (Vade Tr. 41-46; 55-68.) Further, 
on April 30, 1992, the OSAO's KcRenzit and Randy Chartash 

("Chartash”) along with Vade reviewed four to five folders of the 
classified documents at DOJ (including CZA, OZA, and State 
Department reports that Hade and Horton had previously seen).** 
After their April 1993 nview, they were permitted to take the 

**An index of all the intelligence reports, which was prepared 
by Haney Brin)cae, a trial attorney at DOJ working with Clark, 
confirms that on April 30, 1992, all the attorneys working on this 
case had the opportunity to review all of the cables that the OOJ 
had obtained from the Intelligence Community. (OIC Ex. 226: Clark 
Tr. 74-79, 153.) 
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stats Dspartnent classified docuaents (over lOO intelligence 
reports) bade to Atlanta. The CIA« however, declined to persit 
their own intelligence inforaation to be reaovad froa the DOJ 
building. 

ZXX. THS OKOeOOL PLSA RZAUZIta AMD DUAZimOS — 

fWS - l»l 

On June 2 , 1992, Drogoul pleaded guilty to <0 counts of 

the 347 - count Xndictaent and agreed to cooperate fully with the 

Govemaent. At the plea hearing. Judge Shoob questioned why the 

USAO was peraitting Drogoul to plead guilty to only €0 counts, when 

he had shortly before indicated that he would plead guilty to the 

entire Xndictaent and aake a full stateaent to the Court. Judge 

Shoob, in accepting Drogoul's guilty plea, suggested that Drogoul 

m 

was bain? "sileneed,* and vamad'that he would get no downward 
departure froa the sentencing guidelines if he did net tell the 
.full story at his sentencing hearing.*’ 

Thereafter, the OSAO debriefed Drogoul on 33 occasions. 
During these, debriefings, Drogoul identified five individuals 
involved in the BNL scandal that ha believed night have soae 
connection with O.S. intalligenea agencies. Re was also asked 
repeatedly whether *BMX<>Reae Icnew.* Drogoul offered no solid 
evidence of BtfL-Roae's 'knowledge, ether than saying that he 
believed officials at BNl-Roae wera aware of the unauthorised 

**A detailed analysis of the Rule 11 hearing and ether issues 
raised by the Court is contained in Fart X of this Report. 
Accordingly, this Part XX of the Report will consider only these 
issues raised by the Court that relate to Intelligence Coaaunity 
inforaation. 
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loans, based on their )cnoving glances, winks and nods, and because 
they "oust have been aware" from the size of the transactions and 
other "signals." 

In August 1992 defense attorney *Bobby Lee Cook began 
representing Drogouli and Orogoul subsequently refused to cooperate 
further with the USAO, 


117. COKGRZ88ZOXX2r COMXZTTU R8QU88T8 “ JUVZ 1992 

By letter dated June 3«,^1992| Senators David L. Boren and 

Frank H. Murkovski, on behalf of the Senate Select Committee on 

Intelligence ("Senate Intelligence Committee"), wrote Robert K. 

Cates, Director of the CIA, and requested an ."all-source chronology 

which recounts all Intelligence Community reporting on all branches 

of (BHL), with particular emphasis on that bank's relations with 

•• 

Zraq” or with any third party that angagad in aras transfars or 
defansa cooparatlon with Iraq." Tha CZA praparad auch a chro- 
nology.** 

On July 34, 1993, Olraetor Oatas notifiad Paprasantativa 
Conzalaz that naarly all of tha € Hevaabar Typascrlpt (annaxad as 
ozc Ex. 14) had baan daelasslflaid and previdad to hia. Tha raport, 
in declassifiad fora, vas than raprlntad in tha July 31 
Conaraaslenal Peeerd at pp. K7143-7144. As a xasult, Alan Charles 
Raul, Cansral Counsel, Dapartaant of Agriculture) wrote an 


**A copy of tha June 3 Boren letter and an abbreviated two-paga 
chronology vara faxed to Elian R. Maltzar, Senior Litigation 
Counsel, DOJ, on Saptenber 3, 1993. (OZC Ex. 303.) Zt is unclear 
whether anyone at DOJ was previously aware of tha Senate Intelli- 
gence Conaittce request or of the CIA's chronology. 
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August 7, 1992 letter to Rindskopf, CIA General Counsel, requesting 
that the transnittal letter accospanying the report ^ i.e. 1 the 
letter to Kunkel, dated January 31, 1990), be declassified 
as veil. ' (OIC Ex* 223.) According to Raul's letter, 
transmittal letter provided "certain additional information 
regarding the BML-Xraq situation that is not reflected in the 
Hovember 6 aeaofandum . . . (that) is highly relevant to the 
current inquiries into the BML-Zraq matter." Rindskopf responded 
with the letter to Raul, dated August 14, 1992, that, is referred to 
above, which enclosed a declassified version of the cover letter 
and noting that the "additional information" referred to by Raul 
"has been sourced to various newspaper reports." (OIC Ex. 223, p. 


3.) 


*•> 

ZT. ZRTXR'AOZXCTCOXXORZCAZZOaSMQAWZRaOZTZRSZOR/RAJtnXZRO 

ALLZqATIOWS — JORE 1992 » AOaDST 1992 

During the Summer of 1992, the OSAO asked DOJ to request 

information from the Intelligence. Community on the issue of whether 

Iraq was diverting agricultural products purchased through the 

Commodity Credit Corporation guarantaos to Soviet block countries, 

and bartering them for military equipment.*’ Although these 


*’Zn a letter dated July 31, 1992, OOJ's Clark wrote <:raaesen 
at the CZA conceming the diversion and sought, among other things, 
copies of all reports provided to Congressional Committees, 
including a report prepared at the specific request of the Senate 
Intelligence Committee regarding the- Intelligence Community's 
knowledge of BKL and the Iraqi procurement network C i.e. . the "all- 
source chronology" prepared by the CZA for the Senate Zntelligenco 
Committee). According to Brinkae, the CZA immediately made 
available to the DOJ for its review at the CZA all such reports, 
and Meltser reviewed the all-source chronology. 
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requests were bro^d enough to pick up additional information on the 
issue of whether BHL-Roae or the Intelligence Community knew of « or 
participated in, the BHL-Atlanta unauthorized loans, they do not 
appear to have done so, despite full searches and review of 
documents,^ 

m. TgZ_KZZTIKG XT DQJ _QK_A UG0BT 31. 1992 

On. August 31, 1992, Brill met vith Mueller and Ira 
Raphaelson in connection with the^Drogoul sentencing hearing that 
was scheduled to begin on September 14. They discussed, among 
other things, the need to. follow up on "every lead" from the 
Intelligence Community questions raised by Drogoul when he 
identified five people vith possible intelligence agency connec- 
tions.^* (OIC Sx. 56. ) They dleb discussed the U5A0*s need for 
help from DOJ in drafting the Sentencing Memorandum, which was 
behind schedule. (Brill Tr. 70-87; Mueller Tr« 48-570 

To help with these tasks, Mueller assigned Ellen R. 
Meltzer, Senior Litigation Counsel, Criminal Division, Fraud 
Section ("Meltzer"} ; who had been handling the D0J*s response to an 
August 11, 1992 subpoena from Representative Gonzalez's Committee, 
and who was somewhat familiar vith the case. Mueller thought that 


^Although ay investigation discovered documents shoving that 
U.S. intelligence' agencies were gathering information prior to 
August 1989 on the Iraqi procurement of military equipment financed 
at least in part by the BHL-Atlanta loans, these issues are not the 
focus of this Report. 

^*A York Times column published that day alleged contempo- 
raneous knowledge by the CIA of the illegal activities of BKL- 
Atlanta. 
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Heltzer's writipg- skills would be particularly useful to the USAO, 
and that her participation would avoid the personality conflict 
that had developed between Clark and McKenzie. 19*80; 
Mueller tr. 92*93.) Mueller. Brill and Meltzer say also have 
discussed sending letters to all the intelligence agencies at that, 
point, but neither Mueller nor Brill has any specific recollection 
of the substance' of that discussion. (Mueller Tr. €2. 64. 86-87.) 


Z7ZX. SOMMAXY OT eZGXZrZCAlIT mUTS JtZLATlO TO OZSSKMZMXZZOX 
or IMTgLLIOZMCB IMTORMATIOW 

A suonary of the foregoing significant events in connec- 
tion with the regues^ by the OSAO and OOJ for intelligence Infor- 
aation. the responses by the Intelligence Cosaunity. and the dis- 
semination and review of such information is set forth below in 
order to set the context for the events of September 1992. 

August 4. 1989 1 The BML scandal becomes 
public knowledge as the search warrant' is 
executed et the offices of BHL-Atlanta. 

December 7. 19898 AOSA McKenzie writes e 
letter to OOJ's Marlow in the Office of 
Zntemetional Affairs listing four Iraqi 
nationals^ then targeted in the proposed 
indictment. for dissemination to the 
Zntelligeace Community. 

January 31. 1990; CIA's sands 6 
Hovember Typescript to OSOA's Kunxei. 

January — Mav 2 1990 ; DOJ and OSAO 
participate in a series of meetings where, 
among other matters, the issue of whether 
"BUb-Reae knew"' is debated. 

July 3. 1990 ! AOSA Rukstele writes a letter 
to OOJ's Richard seeking intelligence 
information on whether the CIA had knowledge 
or played a role in BKL's dealings with 
foreign governments and, specifically, Zraq. 
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August 3. 1990 ! DOJ's Greenberg writes 

cemo'randun to CIA's requesting an "all 

component search" for CIA information on BHL 
(this is the first formal request by OOJ of an 
Intelligence Community agency) . 

August 24. 1990 ; CIA'S Jameson writes 

Greenberg a letter with the CIA's "interim 
response," stating that information had been 
collected as to certain of the names Greenberg 
provided. 

October 2. 1990 : Jameson writes Greenberg a 

letter, annexes classified exhibits and refers 
Greenberg to classified documents at other 
intelligence agencies. 

October 8. I990 i Greenberg wites letters to 
CIA, DIA, HSC and ' the State Department 
requesting information on 31 individuals and 
BNI, funding practices. 

October IS. 1990 : KcKentie writes Orgenson a 

letter seeXing general intelligence informa- 
tion that could impact "the final scheme 

draft” of the Indictment. 

% 

% 

Hovetber 23. 1990 8 * DlA's Bathen Writes 

Greenberg 
including 

Woveaber 79 ■ isgo t Greenberg reviews HSC 
materials, compiled in response to DOJ's 
request, that contain no information on 
whether •BML-Rome knew." 

December 18. 1990; Jhaeson writes a third 
response letter to Greenberg, annexing 
classified information. 

Decaaber 18. 1990 ! State Department writes a 
letter to Greenberg stating that it has 
gathered relevant documents in response to 
Greenberg's request. 

Deeeaber 1990 ; MSA's Lionel Kennedy advises 
DOJ (Clark or Greenberg) that KSA had a number 
of reports available for their review. 

PeceTBber 6. 1990 ? Clark writes a memorandum 
to McXenzic stating that CIA materials could 
be reviewed by her at DOJ at any time. 

e , 
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Deceaber 27, 1990 : Clark and Greenberg review 
documents at HSA. 

PeceiRber 1990 — January 1991 ; Clark advises 
USAO that the Intelligence ComDunity informa- 
tion gathered at DOJ to date will not affect 
the Indictsent* 


Deceaber 1990 — January 1991 : USDA*s Wade, a 
aeaber of Task Force, reviews classified State 
Departaent cables at 00J« 



February 9. 1991 ; Richard %nrita* Jaaeson a 
letter requesting updated CIA trace searches 
and information on certain individuals and 
corporate entitites. 

February 11. 1991 ? Richard orally requests 
that Jaaeson initiate CIA searches on the 
Iraqi Ministry of Industry and Military 
Procxireaent and Wafai Dajani. 

February 12. 1991 ; Jaaeson writ as Richard 
stating that the CIA had no relationships with 
the entities and inciividuals named in 

Richard's raeant latter. 


February 22. 1991: DOJ and FBI receive a CIA 



February 28^1991 1 Indictment is returned* 


March 5. 1991; CXA's !S|^|pyritu Clark with 
suppleaental response and classified 
attachaents. 

March 11, 1991 : writes ClarK and 
encloses copy of the 6 Hoveabar Typescript. 

Septeaber 13. 19n : Task Force aeabers Made 
and Horton review CIA, DIA and State 
Departaent docuaents at DOJ. 

October 1991 : CIA«s prepares 
analytical coaaentary to ^^VTSuaaary of 
cables for review by staff aSSber of House 
Banking Coaaittee. 
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April 1992 ; DOJ's BrinJcac and; « paralegal 
prepare index of all cables in files at OOJ. 

April 30. 1992 ! Wade and AUSA's Chartash and 
McKenzie review CIA, DIA and State Department 
documents at DOJ and transport State 
Department materials to Atlanta. • 

September 1. 1992 : DOJ's Meltzer drafts 

letters to CIA, DIA and NSA seeking name 
traces and responses to questions. 

f 
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• TEE fEmXBKR 1*12 STORY 


I. THE SBFTBXBER 1, 19*2 UTTERS TO TU ZHTBUXOEHCE 

COKMDHITY ^ 

' On September 1, 1992, Meltzer drafted letters to the CIA, 

. addressed to David Holmes (OZC Ex. 47) , to the OZA, addressed to 

Robert H. Berry, Jr. (OZC Ex. 8S), and to the NSA, addressed to 

Stewart A. Baker (OZC Ex. 46.) nie letters were virtually identic 

cal, listing ten questions concerning whether the intelligence 

agencies and BNL-Rome had contemporaneous knowledge of BMIc 

Atlanta's unauthorized loans.** 

In particular. Question S of each letter asked: 

Does the (agency) have any inf one ties that 
BMt-Rome was avmre of the illegal activities 
engaged in by BHD-Atlanta? Zf so, trtiere did 
the (agency) ee^lre such knowledge? 

This question was added by Brinkae, after she was asked to review 

Meltzer's letter. Brinkae thought it was an iapertant question 

because of allegations that had been made in the press about BKL> 

Rome's knowledge.” (Brinkae Tr. 34*44.) 

Since Ntteller and Orgenson vers both unavailable,” the 

letters were briefly reviewed only by Dennis Saylor (Special 

Counsel and Chief of Staff to Hueller) and Brinkae before being 


•* **lhe versions to CZA and DZA also named the five purported 
*seurees" referred to by Oregoul, and asked whether the agencies 
had information on any of the names. 

” Brinkae later advised that tlie word "illegal* in. Question 
6 was probably chosen by someone else. (Brinkae Tr. Vol.' 3, 6-7.) 

”0rgcnson was preparing for the BCCZ trial, then seheduled for 
mid-October 1992. (Urgensen Tr. 111-182.). 
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signed by Gerald E. McDowell, Acting Deputy Assistant Attorney 
General and Meltzer's Fraud Section Chief, who had little 
familiarity with the BHL case at the time. (Urgenson Tr. 182-82. } 
Saylor and the USAO representatives do not- remember drafting or 
making any substantive cozuents on the September 1 letter. (Saylor 
Tr. 26-28; Brill Tr. 87-89; McKenzie Tr. 105.) 

Before sending out the letters, Meltzer telephoned^||||||||^ 
at the CZA and Berry at the DIA, and Brinkac called Kennedy at the 
KSA. The purpose of these calls was to advise that the letters were 
being sent in anticipation of intelligence information issues being 
raised during the Drogoul sentencing hearing.^ Meltzer then faxed 
two copies of the letter to the CIA for Holmes ^ 
copy to Berry and Kennedy at DIA and KSA# respectively* The 
letters called for a response hy**September 4* (Berry Tr* 48.) 

After sending out the information requests to the CIA, 
DIA and NSA, Meltzer vrote a short note to Mueller describing her 
actions and enclosing copies of the letters* (OIC £xs* 57, 58; 
Brinkac Tr* 44; Kennedy Tr* 38-39*} 


Seltzer faxe^^five names referred to by Drogoul to4|BB 
on August 31* ^m^^states that he had heard the five na mes 
before from MeXenzie^mo had made informal requests tofliH||for 
CIA traces duri ng the course of her involvement vitn the skz. 
investigation* always responded to McKenzie's requests 

informally, but vouldnotify Haney Brinkac at DOJ and write a 
summary memorandum of the trace. 
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IX. 


• ^cCAS$ir:s> 

KILTSKH VZBW8 TSB CZA't XLX/*80IJIICI CUOHOLOOr 
BEmMSg* 1 • ■ 


On Septeaber 3, a CIA representative shoved Meltzer the 
all-source chronology that the CIA had prepared for the Senate 
Intelligence Coeaittee earlier in tte suaacr. .This chronology was 
net shown to DOJ until Meltser beard about it frob]||||H^and 
specifically asked to see a copy of it. 

Meltser was penitted only to review this chronology and 
take notes, but not sake a copy.** The chronology suaaarized 
events and intelligence infonation related to BNl, dated, froa 1984, 
including the following cables on the subject of whether ”BNt>Roae 
knew":** 

11 Septeaber 1989 CIA operational cable 


1 . 


12 Septeamer ISSS OZA (eellueleit] } 

5 Cetober 1989 CIA intelligence cable 


2 . 

3. 

4. 


5. 17 Hoveaber 1989 dA Intelligence cable 


6. 12 January 1990 CIA intelligence cable 



7. 


20 April 1990 CIA intelligence cable 



**Meltser's notes of this chronology were later typed and put 
in her files. 


**A11 of these cables have previously been described in detail. 
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The CIA representative was unai5le to answer Meltzer*s 
questions about the cables, and it is unclear how thoroughly 
Meltzer reviewed the all-source chronology. Certainly, her notes 
cf the chronology do not reflect all the infonaation in the cables 
set forth above. Moreover, the chronology did not refer to the 
CIA's October 1991 Suaaary prepared for Representative Gonzalez; it 
did not include a suzmary of paragraph 4 o f the 12 January 1990 
intelligence cable 

rand it did not re^er to the 22 February 1991 cable 




TH TO T*J ‘flFTXlon 1 t*mM — 

seymcan 4 AMP 1- 



ZlX. 


On Septeaber 4, 1992 , ',Meltter received letters froa the 
CIA and DIA responding to the DOJ's Septeaber 1 requests. (OIC 
£xs. 48 and 98. respectively.) The CIA letter responded to 

Question 8 specifically as follows; 

CIA has publicly available inforaation, 
acquired in the Oecsaber, 1989 - January, 1990 
tiae-fraae, that BML-Roae was aware of tte 
illegal activities engaged in by BHL-Atlanta. 

(OIC Ex. 48, p. a). 

The DIA responded generally to all DOJ's requests with 
the statenent: 

Our file search with regard to the ten ques- 
tions posed by Mr. McDowell's letter has been 
negative. DIA has had no involvenent whatso- 
ever* SHZ«« 


(OIC Ex. 88.) 


62 


618 


UNCLASSIFIED 

On Septeaber 8, 1992, BrlnXac received the MSA's response 
to the OOJ's Septeaber 1 letter. (QIC Ex. 46.) The MSA letter 
responded to Question 8 specifically with the word "No", but noted 
that the agency's response was lloited by the type of inforaation 
collected. (OZC Ex. 230.) 

When Keltzer saw the Septeaber 4 letter, she called 
Orgenson to discuss the CZA's response to Question 8. Orgenson had 
no independent reeelleetion of that dall, but an E>Nail froa 
Meltzer to BrliUcae, dated Septeaber 4, reflects part of that 
coversation: 

Z spoke with Larry re: CZA's response to 
question 8. We (l.e., you) need to follow up 
with CZA and just aake sure that what they are 
rsfsrring to is nothing aors than press 
reports, etc, and what they spoeiflcally 
concerned. 

(OZC Ex. 49.)** 

Shortly thereafter, Nsltser left for Atlanta to assist la 
the preparation of the sentencing aeaorandua. *^ Although Brinkae 
recalled receiving the Septeaber 4 E-Mail froa Meltzer, she had no 
recollection of following up with. the CZA, or discussing this 
further with Meltzer. (Brinkae Tr* Tol. 3, 3*6.) 


**Qrgenson suralsed froa this E-Mail that he briefly discussed 
the issue with Meltzer on the telephone as he prepared for the BCCZ 
trial. (Urgenson Tr. 183-84, 187-88.) 

*'McKenzie reviewed the CZA's Septeaber 4 letters froa the CZA 
and DZA shortly after Meltzer arrived in Atlanta, but the OSAO did 
not have the appropriate clearance to review the MSA's Septeaber 8 
response. Mueller, Orgenson, Brill and Chartash do net recall 
seeing any of these Septeaber letters until auch later in the 
Bonth. (Mueller Tr. 73; Orgenson Tr. 89-90.) 
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Throughout- early September, no DOJ or USAO attorney 
consulted with Clark or Greenberg in connection with the 
September 1 letters or the responses to those letters, even though 
they were probably in the best position to evaluate these letters 
and responses based on their prior work. (Clark Tr. 167-169,. 176.) 

A. The cXA's Treparatlea of Its Itesponae — 
Bepteaber 4 

and Molaes, the Deputy General Counsel at the 
0 . 

CIA, received a copy of the DOJ's September 1 letter. ^||||^|had 
been Involved in the BHI, case since June 1991,** and Holmes was 
handling the matter for General ' Counsel Elizabeth Rindskopf while 
she was absent from the offlest Rolaes specifically assigned 
(via Jameson) to handle the CIA's response to the Septsaber 
1 letter, even though he stated that he was not entirely confident 
abilities, and thought he needed supervision. (Bolaes 
.Tr. 19-21, 23-25, 35-36.) 

said that he took a nuaber of steps to respond to 
the DOJ's September 1 letter, first, he initiated a trace search 
of the five names submitted by Meltzer to be conducted by the 
Directorate of Operations Information Management Staff, 





**'8BVHI>>6d previously been assigned to respond to specific 
requests of Representative Gonzales, made during the period of 
August through September 1991, for certain cables. In April 1992, 
in response to a subpoena from Representative Gonzales's Committee, 
the Treasury Department located five CIA c ables r elated to BND that 
appeared responsive to the subpoena. recalls that he 

received the cables from Treasury Department attorney Gerry 
DiCiulio and then reviewed the cables with Brinkac and Clark at 
DOJ. 
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'Cooper Tr. 9-11, 79-82.) He also reviewed nuaerous records, and 
prepared proposed responses to the ten questions in the Septezber 
1 letter.’* Finally, ^jjjHP reviewed his proposed responses with 
f Office of Congressional Affairs and 



in the Directorate 
of Intelligence Office of Near Sastem and South Asian Analysis. 
(Cooper Tr. 87-93.) 

According to "(A]t no tiae did any of those 
individuals object to the answers* and *(t]hese were the people 
designated by their front offices to give a final say-so as to the 


**Specifically allegedly reviewed the following 

inforaation in connection with his response to Question 8 : 

1. Litigation files aaintained in the czA's office of 
General Counsel; 

2. Files aaintained in the CXA's Office of 
Congressional Affairs; 

3. The 8 Noveaber Typescript prepared by Directorate 
of Intelligence (OZC Zx. 14} ; 

4 . The transaittal letter (enclosing the 

6 Noveaber Typescript ) , which stated that BKL-Koae 
lcnew_of_jN> Atlanta * s activities (when questioned 
by opinion was 

based on press reports during the Deceaber 1989 
and January 1990 period) (OXC Ex. 110) ; 

5. All cables then on file and the 16 or 17 
Directorate of Intelligence reports in which BKL 
was aenticned; and 
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responses."^ Tr. 14-15, 68.) stated that 

and suggested that the words "publicly available 

information" be substituted for |||||H||H phrase of "press reports" 
in ^iiilillllillllP pr^^ response to Question 6, because the latter 
clause did not sound technical enough for an intelligence agency.^' 
^mUTr. 103.) 

disagreed with account. According to 

her, called only once during this period to ask what sources 

she and^^H were aware of on the subject of whether BKL-Rose )cnev. 
That call was late on a Friday afternoon, probably on September 4. 

IBBB mB Avars off-hand of press reports 

suggesting that BKL-Roae )cnev, but would have to check her file as 
to whether there was any non-public Infometion.^ However, 
did not ask her to do such a review. stated she never saw 

any draft of the Septeaber 4 letter, and Bade no coBaents on the 
wording of that letter, which she viewed as "incoBplete.f 
Tr. 79-89.) 

After finished the CZA^s Septeaber 4 letter, he 

gave a final draft to Rolaes for his signature late on Friday 
afternoon, Septeaber 4. (Holaes Tr. 38.) Holaes had not been 


^All these people had been appointed by their respective CIA 
Directorates to the "Iraqi Task Force" to handle questions on BKL 
natters. 

^'^I^^noted that the OIA's Septeaber 17 res ponse ha d siailar 
wording, although DIA had no direct contact with 

kept a coaplete rile on bkx# since October leee, 
and had wri tt^ the 6 Noveaber Typescript and the January 31, 1990 
letter for JHBBsAignature, as well as the Analytical Coaaents 
in the October 1991 CIA Sumaary for Representative Conzalez. 
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supervising letter^ and had not seen an 

earlier draft* However, he stated that before he signed the 

letter, he asked ||HH whether the letter had been **coordinated" 

with other departments, and vhether||||||||m was satisfied that the 

letter contained accurate and coaplete answers. (Holmes Tr* 39- 

40.) assured hia that it did, but gave no specifics. 

(Holmes Tr. 40-44.) 

» 

Holaes then skiaBtd th* latter blaself , and did not 
specifically recall noticing the response to Question Ho. 8 at that 
tiae. (Holaes Tr. 45.) Holaes did not recall ashing whether 
Jaaeson had supervised work, or had reviewed the answers 

in the letter, even though Holaes thought that needed such 

supervision. (Holaes Tr. 39*40, "43*44.) Holaes also did not 
recall looking at the questions iit the Septeaber 1 letter, and 
conparing then with the CIA's responses, before signing the letter. 
(Holaes Tr. 44.) . 

stated that in responding to Question 8 he focused 
- on the issue of tAat inforaation, if any, the CZA had that would 
show that BNI-Roae had eenteaporaneous "institutional )o)owledge" of 
unlawful activities at BNL-Atlanta.’ Tr. 14*18, 95*97.) In 

view, unless a source specifically stated that BHL-Hoae 
had conteaporaneous Icnowledge, he could not assuae that BHL-Hoae 
had such knowledge,*’ Moreover, since none of the CZA cables 


r testified that he reviewed "speculation froa sources 

that said they [BHL*Roae] Bust have known, how could they not have 
known, with no corroborating evidence. . ." as well as "inforaation 
f rom a lot of sensitive sources. . . that said they did not know.” 
(WfekTr. 105.) 
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specified a tiae-fraae or stated whether the loans described 
therein were authorized or not, concluded that he had no 
classified information that BNL-Roae )cnew. ^Jjlj^Tr. 16~18, 105, 
108-109.) 

While actoowledged that, in retrospect, he could 
have expanded the response to Question 8 to discuss speculative 
information, he Insisted that the CIA's Septeaber 4 letter was not 
aisleading or inaccurate. also noted 
that he thought the DOJ already ha3 most, if not all, of the infor- 
mation on file at the CZA. A detailed renewed analysis of such 
information was neither requested nor realistic under the short 
tiae allotted for the CIA's response.** 

Holmes testified that, in his viswjjUjj^ siapiy missed 
some cables during bis review, fh particular. Holmes says that 
when Jaaeson later shewed the 12 January 1990 cable raport- 

Ex. 59), and as)ced^^^^hov that cable could be consistent with 
the Septeaber 4 letter, responded with "stony silence." 
(Holmes Tr. 104-105.) disagreed with. this testimony, saying 
that he specifically recalled reviewing the 12 January 1990 cable 
before drafting the Septeaber 4 CIA response and that he, unlike 


later told Heines that Neltser had said that she was 

only looking for nov intalligoneo regarding BKX«"-Robo*s eentaaporan* 

eeus knowledge, and was net interested in intelligence already 
provided to the DOJ. However, Holmes did not remember 
telling him this when the Septeaber 4 letter was drafted, end 
neither the letter nor any other document reflects such a 
limitation. (Holmes Tr. 95, 99-103.) 
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Va/I ^ 


jaaeson, realized that the DOJ had possessed the 



since October 199Q. ■ 




B. The N8h»s PrspsrstloB of s Response — ■ 

Kennedy said that when he received the DCJ's Septenber 1 

letter, he discussed it with General Counsel Stewart Baker, 

Assistant General Counsel Vito Potensa, and several operations 

people. On Septeaber 9, 1992, the NSA sent the DOJ a letter that 
% 

responded to Question 8 with the vord "No." Kennedy believed that 
NSA's response in the negative to Question 8 was accurate, and 
reflected the HSA's best understanding of the available inforaation 
reviewed. (Kennedy Tr. 38^43.) 


c. The DXX's Prepariitiea ot a Kespoase — 

Berry Initiated, the search for the five naaes in the 



He contacted the OXA's Office of the Controller for 
inforaation on any dealings with BML, and relied upon the results 
of the OZA's previous searches for BNL inforaation undertaken in 
the fall of 1990 (OZC Ex. 73) and in the suaaer of 1993. (OZC Ex. 
85; Berry Tr. 52.) Zn Berry's view, given the tine constraints in 


^Hfiien Berry received the Septeaber 1 letter, ha was 
"surprised” that it contained ten questions in addition to the five 
names for the trace search that he and Meltzer had discussed. 
(Berry Tr. 52.) 
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which a response was requested f i ,e. . by September 4), it would 
have been impossible to begin and complete a "zero based search." 

Berry drafted and signed the letter without conferring 
with anyone else at OIA or at OOJ, mentioning to OIA's General 
Counsel William J. Allard only that he had completed the task. 
(Berry Tr. 52-54.) At the time. Berry's attention was more focused 
on the DIA's response to a subpoena from the Gonzalez Committee. 
Berry stated that the Director of the OXA had been subpoenaed and 
that Berry, in coordinating the response, was receiving documents 
"from everybody." (Berry Tr. 54-55.) 


XV. Tzz sBxrzwexso MZhosAmof xa bbill's uttsk 

TO COOT — SByrtWBBB le W 11 

The USAO's September 11- Sentencing Memorandum stated on 

page 34 that "no credible evidence has been uncovered that supports 
the defendant's suspicion that o&er officers at BNL or public 
officials within the United States government knew of his illegal 
activities." (OZC £x. 99, p.34.) Meltzer was responsible for 
drafting this language and it is unclear tdiat information she 
relied on for this statement. McKenzie said that Meltzer reviewed 
this language with "Justice," without identifying any individual.** 
(McKenzie Tr. 114.) Clark said he was not consulted about this 
before the Sentencing Memorandum was filed with the Court. (Clark 


**Chartash remembered that "many people had an opportunity to 

r^viov** thiu languaga, bu^ that ha parsonally raisad no guaations 

or consents • He viewed Meltzer es being responsible for intelli- 
gence inforaetion issues. (Chertesh Tr. 102-105.) Brill bed no 
personal knowledge of the basis for this statement. (Brill Tr. 
116.) 
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X Tr. 197,) There is. no record that Meltzer or the USAO received the 
CIA cables before drafting this language. 

At around this saoe tise, McKenzie received a 
September 8,- 1992 letter froa Bobby Lee* Cook, Drogoul's new 
attorney, requesting docuaents and information on a variety of sub- 
jects. (OIC tx. 209.) Paragraph 2 of the Cook letter expressly 
requested docuaents* or inforaation "that would show knowledge on 
the part of the govemaent in BKXi-Atlanta's Illegal dealings with 
the Iraqis." Although the Cook letter vent on to refet to the 
"party line" that "no one in BHL-8oae or BNL-NY knew of the 
wrongdoing," it did nbt specifically request any inforsation on 
this subject. 

Brill consulted with Clark about Cook's request in 

paragraph 3, b.eaus. aha viewed bia ea being the aosb knowledgeable 
person on intelligence inforaation issues. (Brill Tr. 94.) Based 
on Clark's suggested lenguege. Brill drefted e response to Cook's 
letter that included e stateaent that the "govemaent is aware of 
no docuaent or physical evidence that would shew [conteaporaneous] 
knowledge on the part of the govemaent of BNX«>Atlenta's illegal 
activities. . (OZC Ex. 100.) Brill's letter did net address 
the question of whether 8Ht>*RoBe knew, beeauee she did net think 
such an answer was called. for. (Brill Tr. 102-103.) 

*^The failure to consult Clark about the Septeaber 4 CIA letter 
or the September 11 Sentencing Mesorandua is even more difficult to 
understand, given the fact that Brill thought it prudent to consult 
him on her response to Cook. 
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That same week, Brlnkac drafted a mesorandua dated 
September 11, 1992 to Urgenson captioned "Status Report on Fraud 
section Efforts to Obtain Information From Federal Agencies on 
Behalf of the ' Northern District of Georgia." (OIC Ex. 212.) The 
memorandum sets fozrth in detail the requests for intelligence 

information by DOJ in 1990 and 1992 1 and the responses to these 

« 

requests. BrinJcae says she prepared this aeno because she was 
leaving the Fraud Section, and thought the inforaation night be 
useful in the future. (Brinkac Tr. 33-34.) 

▼. TO coMzxLza mg» mliabb - izrrtian 14 

On Septeaber 14, 1992, Representative Conrales issued a 

press release alleging that the CZA bad inforaation in its files 

-sheving ttat BNL-Roae authorized the loans to Iraq aade by B)0> 

Atlanta. (OZC Exr~^rtr) — Specifically, the press release quotes 

the CIA inforaation as saying: 

Most of the [CIA] reports repeated inforaation 
available in the press .... The exceptions 
are that BNL financing helped pay for the 
Condor ZZ aissile project, and confiraation of 
press allegatioiM that acre senior BMI, 
officials in Roae had been witting of BNL- 
Atlanta's activities. 

(OZC Cx. 214.) 

Representative Consales's press release further alleged 
that this inforaation was in "direct conflict" with the OSAO's 
theory that Drogoul and BHL-Atlanta had acted independently of 8MZ<- 
Roae. On the saae day. Representative Gonzales went to the House 
floor and criticized the DOJ for pursuing a "politically convcn- 
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ient" but inaccurAte theory in the BNL-Atlanta case. (OIC Ex. 
213!) 

Representative Gonzalez based his statement and press 
release on notes that his staff member, Dennis Kane, had takeh^vhen 
he viewed Analytical Comment B in the October 1991 CZA 

Summary.** As noted above, there is no record that anyone at OOJ 
received or knew about this CZA Summary before Representative 
Gonzalez's September 14 press release. ^|||||||||Hat the CZA was on 
the routing list for this CZA Summary back in 1991, but he denied 
having seen it, and he made no reference to it in the CZA'S 
September 4 letter. Tr. SO; Rolmes Tr. S9, 71.) Holmes 

denied knowing about the CZA Summary before he signed the September 
4 letter. (Holmes Tr. 51.) 

▼Z. TBS COXXXBCSHSBT 07 TBS ViOQOn •SXTSXCZaO BXAXna > - 

BEPTrXBER 14 ^ , 

On the same day that Representative Censalez issued his 
press release and made his statement, the Orogeul sentencing hear- 
ing coxmenced before Judge Shoob. Zn his opening statement, 
defense counsel Cook alleged that the O.S. intelligence agencies 
and BKL-Rome had known contemporaneously of BKZ,-Atlenta's unauth- 
orized loans to Zrag. On the second day of the sentencing hear- 
ing, September 15, Cook referred in open Court to the allegations 
in Representative Gonzalez's press release end his House statement. 


**Tbe fact that the Gonzalez press release on this subject was 
not issued for almost a year after Kane made notes on the Summary 
suggests that Representative Gonzalez did not believe that the 
information was too significant. 
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and claised that the DOJ was Involved in a cover~up tor political 
and foreign policy reasons.** 

The USAO clearly vas surprised by the Gonzalez press 
release and the Cook allegations. (HcKenzle-Tr. X16-20.) The USAO 
believed that the inforaation they had previously received trom 
Clark and Keltzer, as veil as their personal review of the CZA 
materials in Washington, contradicted the claims by Representative 
Gonralez and Cook. 

Vile RZaCTIOK AT_DOJ— _f ZPTOQgR U 

Mueller, Urgenson, Richard, and Keltzer at OOJ vere also 
taken by surprise by the Gonzalez and Cook statements because they 
had neither seen nor heard of the CIA Sumsary. (Mueller Tr. 124 •} 
Hevertheless, they recognized that Representative Gonzalez's state- 
ments had created the public Impression that the DOJ vas withhold- 
ing or misrepresenting information in the BKL-Atlanta ease, and 
that some response would be necessary. (Mueller Tr. 115-117.) 

When the DOJ received the Siimmary from the CIA during the 
day on September 15, they proceeded to compare the Analytical 
Comment B, which suggested that BKL-Rome vas "witting", with Items 
C, F and J In the Summary that summarized cables dated 5 October 
1989, 20 October 1989 and 21 February 1991. (Mueller Tr. 113-115; 
Urgenson Tr. 20, 203.) Mueller and Urgenson also reviewed the 


^The transcript of the proceedings reflects that Cook 
continued to receive, and make reference to. Congressional 
statements throughout the sentencing hearing. 
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cables underlying the. Sumnary shortly thereafter.^ (Mueller Tr. 
114.; Urgenson Tr. 199-200.) 

After their review, Mueller, Urgenson, and Keltzer noted 
that the Consent did not expressly say that BHL-Rose officers )cnev 
contemporaneously of BNL-Atlanta*s unauthorized loans to Iraq, as 
the Gonzalez press release alleged.^ They further determined 
that, even if the 'Consent could be read to say that **BKL-Rose 
knew,** that conclusion was not supported by Itess E, F and J of the 
Summary. 


In particular, they noted that Ites J, which sussarized 
the 22 February 1991 cable, 

B.ntien.d no tia« fm« and did ‘ not indicata that tha loans 
r.f.rrad to vara BNL>Atlanta's lllagal leans. Slnllarly, Xtaa T, 
which referrad to a 22 October 1989 cabla, contained only a 
source's opinion about what vara 

speculating, and had no fim proof. Finally, Xtaa E, which 
referred to the 5 October 1989 cable, also contained a source's 
opinion that BHL>Roae aust have known j 



Seltzer located tha underlying cables foraing tha basis for 
the Suaaary in tha Fraud Section's safe. (Orgenson Tr. 203.) An 
E'Mai^ froa Keltrar at 10:28 p.a. reflects that she left tha four 
cables referenced in the CXA Suaaary for Mueller and Orgenson at 
the DOJ coaaand Center on tha night of Saptaaber 15. 

^Mueller noted that "Analytical Coaaent B* statas only that 
BNL-Roac officers were "witting" of BNL*Atlanta "activities," 
without saying whether that knowledge was eonteaporaneous and 
whether that knowledge was of "illegal" activities. (Mueller Tr. 
Vol.2, 36-39.) 
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^without specifically 
identifying the tine fraae or whether this was an "off-book" loan. 
(Mueller Tr. 114-117; Urgenson Tr. 206-208, 210-212<^^f^ 

In addition, Clark had reviewed the Suoaary and opined in 
a Septecber 15 E-Mail to Orgenson that the analytical conclusions 
in the SuDsary were incorrect. (OXC Ex. 98; Urgenson Tr. 200; 
Clark Tr. 203-210.) 

Richard at the DOJ then contacted the CIA Cor an explana- 
tion for the apparent discrepancy between the Coaunent and Xtess T 
and j in the Suaaary, and to deteraine whether the CXA had any 
additional InConuitien that night support the Coaaent. (Mueller Tr. 
118; Urgenson Tr. 214.) Mueller does net recall anyone discussing 
the need to review thoroughly all the intelligence infomation in 
the OOJ files on the subject of wiiat BKL-Roae )mev. Mueller did 
recall that Meltzer had gone through the Fraud Section safe, and 
briefly looked at the cables, when she located three of the feur 
eXA cables referenced in the eXA Sunnary. (Mueller Tr. 121, 127, 
131.) 

When Richard was unable to get an explanation fros the 
CIA, Mueller began taDcing directly with Holaes about that subject, 
and whether there was anything that CIA could make public that 
would respond to Representative Conzalez's press release.” 
(Mueller Tr. 109-110, 131, 133, 147-148; Moines 55-56.) Sincere 


”0uring this period, OOJ's Richard, Meltzer a nd Urgen son were 
also exchanging telephone calls with CXA's Moines, |m||||^ Janeson 
and Rizzo. (Urgenson Tr. 216; Cooper Tr. 112.) Xn Urgenson's 
view, it was a "chaotic" tine. Xt is difficult to reconstruct with 
precision who said what to whoa, and when it was said. 
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CIA cables at issue were classified, it vas not possible to &ake 
then public.^ 


vizz. IK..?sxo«8 AyALYPIg, or TSB ,CIA JMIARIC , 

The USAO received the CZA Suaaary and facsimile copies of 

the four relevant underlying c^lee from DQJ on September 

(McKenzie Tr« 113, 121*122.) After reviewing these documents, the 

USAO and the Task Force agents concluded that the underlying cables 

•• 

did not support th« SuBBSiy." ,,As • result, the OSAO requested 
that the DOJ get the aaterials declassified so that they could be 
shovn to the Court. (McKenzie Tr. 123>127.) According to 
McKenzie: 

X don't know that they (DOJ] didn't have the 
sane thought the second they saw then (the 
Suaaary and cables]. -.But nobody bad to tell 
us to Bake these public. It vas a non>issue. 

Omt, it on tho roeord so that it pan bo 
addressad. 

(McKenzie Tr. 126*127.) 


«: ^ ^ — — 

^rgei^son believed that Richard initially attempted to get the 
Sxisunary and\the underlying cables declassified "just to lay it out, 
to be able to address it and put it forward." (Urgenson Tr. 216.) 


Seltzer received a copy of the Summary from the CIA via 
secure facsimile (OIC Ex. 50) and sent it via facsimile to the FBI 
in Atlanta for transmittal to the USAO. She also sent copies of 
the four cables underlying the Summary. (OXC Ex 51. r Brill Tr. 
132.) 


McKenzie said she vas more focused on witness preparation for 
the^ngoing sentencing hearing. Brill said that the Task Force vas 
moTe knowledgeable on this issue than she was. (Brill Tr. 138; 
^CKenzie Tr. 122.) 
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IX. FgACTIQH W Bg?TZX3BR 14>1< 

On or shortly after September 14 « Holmes recalls receiv- 
ing a telephone call from Richard, vho was very upset, saying that 
there was a "firestorm" brewing at DOJ over the Gonzalez press 
release. Holmes also remembers receiving several angry telepone 
calls from Mueller regarding the numerous press inquiries that the 
DOJ was receiving about Representative Gonzalez's allegations, and 
ashing why the CXA had never sent the October 1991 CZA Summary to 
the DOJ. (Holmes Tr. 53-55.) In Holmes' view, Mueller had a huge 
public relations problem, which he believed the CZA had caused, and 
he wanted the CZA's help in resolving that problem. (Holmes Tr. 


51.) 


was in the office with Holmes as he received the 
various DOJ telephone calls inquiring about the subject of the 

^""^^Hto determine what 


Gonzalez press release. Holmes assignedj 
information Representative Gonzalez was referring to, andj 
obtained a copy of the Summary fromflHHBB^in the Office of 


Congressional Affairs. 



Although Holmes had as)ced Jameson and 


for a full 


explanation on the CIA Summary, he was having difficulty obtaining 


an answer, and was concerned that] 


did not seem to have a 


"grasp of the facts." (Holmes Tr. 59, 79.) Zn particular. Holmes 


wanted to know first .whether | 


had seen the CZA Summary before 


(Holmes Tr. 49) , and whether that information wes inconsistent wiuh 
the DOJ's theory of the case. (Holmes Tr. 64-65.) He was mot 
focused on whether there was an inconsistency between the Summary 
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and the answer to Question 8 in the Septeaber 4 letter. (Holmes 
Tr. 62, 66-67.) , 

When Holmes raised this issue with Director Gates of the 
CIA during the course of a brea)cfast meeting on September 16, Gates 
advised that he was not inclined to issue any; press release to 
explain the CIA Summary. (Holmes Tr. 65, 74.) Instead, Gates 
suggested that the CIA "help out" the DOJ as much as possible, 
perhaps by providing some statement to be incorporated in a DOJ 
press release. (Holmes Tr. 76.) 

Z. Tffg SgPTZXBZ R 17. ISfl CIA LZTTM 

On September 17, a declassified version of the CIA*s 
September 4 letter was prepared (OIC Ex. 216} , in the fora of a nev 
letter from Holmes to Brill that adopted verbatim the ten responses 
contained in the September 4 letter, including the response to 
Question 8. The record is unclear as to who specifically raleased 
this letter to the^ public, and when it was released. The September 
17 letter vas used as an exhibit by Cook at the Drogoiil sentencing 
hearing. 

The idea of seeking a declassified version of the CIA's 
September 4 letter vas first raised in a discussion between 
Mueller, Urgenson. and lUehard shortly after the Gonsales September 
14 press release.^^ Mueller says that he did not focus on whether 
the answer to Question 8 in the letter about "pxiblicly available" 


^^ueller does not recall who first suggested seeking a 
declassified version of the September 4 letter. (Mueller Tr. 136- 
138, 140.) 


79 



635 


uRCLASSir'i^D 


infonnation was now incoaplete, given the CIA's disclosure of 
private-source infomation in the CIA Analytical Consent B and 
three of the underlying cables that "BNL-Roae Anew." Hor did 
Mueller attempt to avoid further surprises *by directing that all 
the BNIi intelligence information in the DOJ's .'files should be 
reviewed before releasing the letter. Rather, he focused on the 
fact that the Septeidber 4 letter was the most recent statement by 
the CZA on the subject of whether BKL-Roae knew, end he wanted 
Judge Shoob and the public to be advised that the DOJ had received 
and relied in good faith on that stateaent. (Mueller Tr. 138-141, 
145-146, 158-159.) 

Orgenson agreed with this approach, because he believed 
that every relevant document should be put before Judge Shoob. 

V 

(Orgenson Tr. 218.) Zn Orgenson's View tbs September 4 letter was 

the only accurate stateaent of what the CZA had told the DOJ. 

(Drgenson Tr. 218.) According to Orgenson: 

[T]he relevant issue . . . was what did the 
Department of Justice know and when did they 
knew it. And what were the eeaaunieations 
between the CZA and the Department of Justice 
. . .. And Z thought it was important and 
fair and right to get out to the Court and 
everyone else that what they had told us was 
not tdiat they were potting in the newspapers 
. ... That we had not been told, as the 
newspapers implied, that BNL-Rome was Involved 
and engaged in 'a conspiracy. What we had just 
been told is that they are not involved in 
illegal -activities. 

(Drgenson Tr. 218-219.) 

Between September 14 and 17, Drgenson had several conver- 
sations with Jameson and Holmes at CZA as to whether the September 
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letter could be released vitiiout changing the answer to Question 


8. (Urgenson Tr. 221.) Jameson raised with Urgenson his concern 
that the answer might have to be changed to make it "more com- 
plete," such as by adding a parenthetical explanation, which 
Jameson did not specify, that the CIA had certain speculative 
information. (Jameson Tr. 134.) According to Jameson, Urgenson 
"strongly advise [d]" that the answer not be changed for the sake of 
consistency, and warned him that any change would require a full 
explanation and might be read to suggest something that was never 
intended. (Jameson Tr. 135-136.) : Jameson agreed that "even a 
single word change sometimes is more trouble than it's worth." 
(Jameson Tr. 136.) He also stated that ultimately Urgenson told 
hia that tht CIA had to dacida vhathar a changa was nacaasary. 
Jaaason kapt Holaaa infonad of hl^^dlacuasiona with Urganson and 
Holaas concurrad vith Jaaaaon'a racollaetion. (Holaas Tr« 94-95.) 

Holaas and Jaaaaon concludad that# although tha anavar to 
Quaation 8 could contain additional infonation, it should not ba 
changed, for tha make of conaiatancy. (KoIbos Tr« 94-95; 109.) 
They both baliavad that tha anavar vaa accurate and coaplata, and 
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Holnes said that th^y did not intend to be nisleading.^ (Koines 
Tr. 95, 132-133; Jameson Tr. 134.) 

Urgenson has a different recollection ‘ of his conver- 
sations with Jameson concerning the response to Question 8 in the 
September 17 letter* He does not recall "strongly advising" 
Jameson not to change the answer, but he does recall being worried 
about the public 'perception of any change: 

[I]n this atmosphere* • * ve would be accused 
of having doctored "the evidence, gotten 
together in a meeting over the phone and 
decided after the fact to deceive the public 
and the Court with a new answer.^ 

(Urgenson Tr* 230*) 

Urgenson was not particularly concerned about the sub- 
stance of the answer to Question t* Be considered it to be 
accurate based on his )cnovledge of the underlying cables,^ and 
certainly more accurate than the Analytical Comment B in the CIA 


^Holmes says that, with hindsight, he should have added that 
the CIA had other classified information that mentioned BHL-Ros's 
knowledge, but did not permit any definitive conclusion about 
whether BHL-Rome knew about illegal activity at BHL-Atlanta. 
(Holmes Tr* 93, 96*) Holmes first began to question his judgment 
on this letter after meeting with the Staff of Senator Boren *s 
Committee on September 28* He left that meeting thinking that the 
answer to Question 8 was "technically correct," but might be 
misleading to the public* (Holmes Tr. 95-96, 108, 116-117, 135- 
137.) 

Urgenson called this the "Kloske" problem (referring to the 
Under Secretary for Export Administration, Department of Commerce) . 
(Urgenson Tr. 223, 203, 233.) 

^At that time, Urgenson did not personally review any cables. 


82 



638 


ONCLSSSiFIED 


Sucsary relied pn by Representative Gonzalez*^ (Urgenson Tr. 232- 
2350 At the tine, Urgenson thought that the CIA was going to 
issue a full explanation of the Sunaary« regardless of the sub- 
stance of the answer to Question He further thought that Judge 
Shoob would hot be aisled, because he was going! to receive the CIA 
Sunaary, the underlying cables, and the CIA’s explanation very 


shortly. (Urgenson Tr. 224-227,. 229.) 

The DOJ had another private-source CIA cable in its files 
that suggested "EML-Roae knew.* That cable was dated 12 January 
1990, and reported 



(QIC Cx. S9.1 CHBly 

XI. m CIA STXTTPgKT egsTMas le 

Prior to Septeaber IS, 1992, Mueller had talked to Rolaes 
at CIA about a stateaent f roa the CIA, for release by the OOJ , that 
would explain the apparent discrepancy between the Analytical 
Coaaent B in the CIA Suaaary and the underlying cables. (Mueller 
Tr. 147.) Holaes had advised Mueller that he was working on such 
a stateaent. (Mueller Tr. 147-153; Holaes Tr. 119.) However, late 
on Friday, Septeaber 18, Holaes called Mueller and said that he had 
had difficulty coordinating the stateaent with all the sections at 


•®Holnes did not believe that the answer had to be changed in 
light of the CIA Suaaary; he thought the Coaaent was not »JWorted 
*froa an evidentiary standpoint* by the cables. (Holaes Tr. 107- 
115.) He also assuaed that the Court had seen, or would ultiaately 
see, the Summary along with the letter, and draw its o%m 
conclusions. (Holaes Tr. 96, 117-118, 134.) 
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the CIA, and that' the DOJ would probably not be satisfied with the 
stateaent, but it was the best the CIA could do. (Mueller Tr. 147; 
Holmes Tr. 119, 122-123.) 

The statement, which was faxed to Mueller on Friday 

evening, September 18, read: 

(T]he Department has reviewed the CIA summary 
provide^ to Representative Gonzalez, as veil 
as the underlying intelligence reports. The 
Department believes that neither the summary 
nor the reports permit the definitive conclu- 
sion that BKL-Rome vas'’-avare at BKL-Atlanta 
was engaged in illegal activities, and further 
believes that the CIA information does not 
conflict with the prosecution's theory of the 
case. Both the Department of Justice and the 
CIA are prepared to have Judge Shoob review 
the relevant materials which we believe will 
speaX for themselves. 

(OIC Ex. 60.)*’ 

In Mueller's view, the statement was inadequate primarily 
because it did not explain the apparent discrepancy between the 
Summary and the cables, and implied that the CIA's information 
. permitted the conclusion, although not a "definitive" conclusion, 
that BKL-Rome had contemporaneous knowledge of illegal activities 
at BKL-Atlanta. Mueller did not believe that the four underlying 
cables or the CIA Summary supported this conclusion, and was not 
aware of any other information that would support such a state- 
ment.® (Moeller Tr. 154 Holmes Tr. 129-130.) 


*bohn Helgerson, the CIA's Deputy Director of Intelligence, 
mddmd • language that the CIA*s information did not permit the 
"definitive conclusion" that BKL-Rome knew. (Holmes Tr. 120 - 121 .) 

®Ko one at DOJ had reviewed the intelligence information, or 
consulted with Clark, to determine whether Mueller's understanding 
on September 18 was correct. 
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Following his review ot the steteoent, Mueller called 
Holmes to tell him it was unsatisfactory. According to Holmes, 
Mueller called the statement "laughable." (Holmes Tr. 123.) As a 
result of Mueller's objections, the statement prepared by CZA was 
never released. It was at this point that Mueller decided to 
present the Summary and the underlying cables to Judge Shoob, so 
that the Court could determine whether there was a discrepancy 
between the Suraary 's Analytical Comment B and the underlying 
cables, and whether Representative Gonzalez's . allegations were 
supported. (Mueller Tr. 131-132, 155-lSS.) 

xxz. 7tx.Miraian i7. bib tKia 

The DZA also sent a 'declassified version of its 
September 4 response in the fora of a now letter from Berry to 
Brill, dated September 17, 1SS2. (6zc Bx. Sf.) Berry wrete the 
letter after receiving a telephone call from Meltzer on September 
17, in which she requested a letter to Brill confirming the answer 
in the OZA's September 4 letter. (Berry Tr. 59-<0.) In preparing 
the September 17 letter. Berry spoke at least twice with Meltzer on 
the telephone and sent copies via .facsimile to Brill and Meltzer 
when the letter was finished. (Berry Tr. 60.) 

The DZA Septemt«r 17 letter, in relevant part, stated as 

follows: 

Specifically, in response to the 1 September 
1992 OOJ letter to OZA, OZA had no information 
in its files concerning the ten questions 
other than eemments on and repetition of 
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publicly available infornation <3atina froa 
after Seatenber 1989 concerning BNL-Rooe and 
its relation with BNL-Atlanta. 

(Oic Ex. 89.) (Eaphasis added.) 

In drafting the response in this Banner, Berry was able 
to exclude aention of the 13 Septeaber 1989 cable froamj^ 
flBIV the^Ulfcable is dated during Septeaber 1989 and 

the letter refers ,te infoxaation after Septeaber 1989. Berry 
stated that he and Wllliaa J. Allard, DIA's General Counsel, deli- 
berately worded the letters in such a aanner to "carve out" the 
Qm^fcable. (Berry Tr. 64.) 

Berry stated that the DXA's effort to oait the^lQ^ 
cable was net based on concerns about the substance of the cable, 
which the OXA had followed up on and considered to be inaccurate 
(Berry Tr. 15-23), but Instead vas^^sed on Ksltzer's request for 
an "unclassified" letter that would give the BNL judge a "waza 
fuzzy." (Berry Tr. 63, 65-67.) According to Berry, Kaltzer told 
hia that "Cerrllyn Brill needed soaething unclassified" and "(a) 
siaple confiraation would be sufficient." (Berry Tr. 66.) Berry 
recalled that he discussed the substance of the Septeaber 17 letter 
with Meltzer over the telephone, but did not specifically discuss 
how to deal with the cable. (Berry Tr. 64-65.) 


xzzx. 


Tn MQOBST rot XB OTCIASSIMP BSX LBTTZB 


On Septeaber 17, 1992, Meltzer also asked Kennedy at MSA 
for an unclassified letter responding to the OOJ's Septeaber 1 
questions. Meltzer said the sentencing hearing was net going well, 
and that she wanted a one- line NSA letter for use in Court that 
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essentially said that the answer to each of the Septenber 1 
questions was "Ho." (Kennedy Tr. 46-47, 56.) 

Kennedy responded that he would take it up with his 
superiors, and suggested that the OOJ also sake "an approach on a 
higher level."' Kennedy then discussed Meltzer's .request. with NSk 
General Counsel Baker and Assistant General Counsel Potenzaf and 
they in turn asked the NSA classification office to declassify the 
MSA's Septenber 9 letter* (Kennedy Tr. 47-50.) Kennedy also pre- 
pared a unclassified draft of a' letter answering the OOJ's 
Septenber 1 request, but Baker declined to sign that letter because 
he was concerned that it night be nisconstrued. (Kennedy Tr. 60; 
Stewart Baker Tr. 9-11.) 


xzr. TK2 sBwncBM 71. 1M7 igpno 

In anticipation that Judga Shoob would ba rtcaiving tha 
Sapteaber 17 lattar aa wall as tha CXA Suaaoary and undarlying 
cablas, Urganson^ upon Muallar*s adviea, organisad a aaating at DOJ 
with tha CIA on Saptasbar 21|. to discuss tha prasantation of 
classifiad satarials to Judga Shoob and to obtain an axplanation of 
tha SuBBary. (Urganson Tr. S4I; Jasason Tr. I55-156«) Tha aaating 
was attandad by Urganson, Clark and Maltzar of DOJ, and Jaaason, 



and 


Iq; tha CIA. (Urganson Tr. 248*249.) 


At tha aaating, ^mpstatad that tha languaga in tha 
Summary was not intandad to eonvay what Raprasantativa Gonzalaz was 
now saying on tha floor of tha Housa and to tha prass. Sha 
axplained that har use of tha word "confirmad* in Analytical 
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Coca^ent B in the Summary was not intended to assess the accuracy of 
information in the underlying cables. Rather, it reflected that a 


private source had provided the same information as a press source, 
thus shoving corroboration of the press source, but not necessarily 
validating the information itself*^ also noted that her 
word "activities” and the time frame were deliberately left 
ambiguous, because the cables did not shov that BKb-Rome had 
contemporaneous Scnovledge of "illegal activities” at BKL-Atlanta. 
Urgenson, among others, found these technical distinctions ”a 
little hard to parse.” Tr. 99*103; Urgenson Tr« 249 •) 

Gerrilyn Brill, telephoned the September 21 conference 
room from Atlanta, and told them t^t she had released a public 
statement regarding Representative Gonzaleses, September 14 press 
release and the CIA Summary. Specif i^lly. Brill *s statement read: 


I have reviewed the CIA report referenced in 
Chairman Gonzalez's September 14, 1992, press 
release, as well as the cables supporting the 
report. Mr. Gonzalez's statements in the 
press release are not supported by any of 
these documents. There is no evidence 
contained in either the report or the cables 
that BKL offieals outside of Atlanta or the 
U.S. government had contemporaneous knowledge 
of Mr. Drogoul's criminal activity. 


According to Urgenson, since Brill's statement was not 
critical of the Summary, the CZA had no objections to it. The 
meeting ended shortly thereafter with the understanding that Brill 


^According to Urgenson, ^HB^^packnovl edged that "lends 
credence to” would have been a more accurate choice of words than 
"confirms.” (Urgenson Tr. 249.) 
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would present all the docuaents to Judge Shoob.** (Urgenson Tr. 
246-251; Brill Tr. 172-173.) 


ZV. THg DROCOPL agWTBWCIWq HZXRrHq--8gPTZKBBR 17 

As part of their presentation at the Orogoul sentencing 

hearing, the OSAO put on s "susaary witness," Arthur Wade, to 

testify about the evidence of Orogoul *s wrongdoing. During the 

cross-examination of Wade on Septeaber 16, the Court asked several 

questions regarding intelligence {hforaation that the Task Force 

had received, and Wade gave the following answers: 

The Court: Let ae ask you this. Nr. Wade: Zn your direct 
testimony were any of your opinions or stateaents based 
on inforaation that you derived froa any cables that were 
either secret, top secret, or aarked confidential? 

The Witness: The testiaony that Z gave was based on 

evidence other than classified aatarlals, soaathing that 
was froa another source. 

The Court: But you did have access to classified 

aaterials, is that correct, in eoiuieetion with your 
investigation? 

The Witness: Yes, sir. 

The Court: But what you're saying- is that your testiaony 
was not based on that inforaation but froa inforaation 
froa independent sources? 

The Witness: Yes, sir. 

The Court: And did the inforaation in those cables lead 
you to inforaation froa independent sources? 

The Witness: Z can't recall an instance where ... it 
led to another independent source. 


*‘Urgenson noted that no one froa the CIA voiced any objections 
"until Congress began to ask then questions. That's when they 
becaae uncoafortable. . (Urgenson Tr. 235; 251.) 


69 



645 


UNCLASSIFIED 

The Court: It may have but you don’t )cnov, is that what 
you’re saying? 

The Witness: It’s possible, but I — the cables were not 
Dade available until later on when Dost of the leads were 
already developed and were themselves generating leads. 

It was not early on. 

The Court: And did any information that you received 

through these confidential or secret cables indicate to 
you that naybe you had taken the wrong path or reached 
the wrong conclusion as to certain events that had 
occurred?’ 

The Witness: No, sir, just the opposite. 

The Court: They confirmed it? 

The Witness: They confined what was said earlier, that 
it was not contemporaneous knowledge or anyone within 
BKL. 

The Court: And you haven't seen any cables that 

indicated otherwise? 

The Witness: There were suppositions and speculations in 
SODS cables, and those * speculations were sisilar 
allegations Bade either in the press on in independent 
source to the allegation in that docuaent. They were 
pursued. 

(6lC Ex. 101.) 

Wade testified in this investigation that his answer that 
the cables "confiraed” the prosecution theory of the case was not 
misleading, although he ac)cnovledged that his response to Judge 
Shoob froB the witness stand could have been "more artfully 
stated.” (Wade Tr. 83.) Wade answered the Court's question by 
assuming that Judge Shoob was referring to all the cables. Froa 
Wade's standpoint, the fact that he had seen no cables beyond 
speculation or supposition gave him ”coafort” that this was ”not 
something approved or authorized by any of the U.S. government 
agencies, or that our ' intelligence had picked up from other 
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intelligence sources all over the world," (Wade Tr« 84.) Wade 

also noted that he followed up his "confirm" response by stating 

that there were other cables » containing in his view, unsupported 

allegations, suppositions and speculation. (Wade Tr. 83.) 

Finally, Wade stated that he was uncoafortable testifying before 

"half the world, sitting in the courtroos” about what he considered 
« 

to be "classified material," and that this discomfort inhibited his 
responses. (Wade Tr. 83, 8S-87.) 

On September 17, Cook moved to withdraw Drogoul's guilty 
plea, primarily on the grounds that United States foreign policy 
with Iraq had prejudiced his client's defense. The USAO objected, 
and the Court denied the motion oi^ September 31. 

ZTX. m eoDw mewiiwi m aemuxt mmoaxt - etpraaiK aa 

On September 33# the OSAO provided the court with the CXA 
summary and the four underlying cables. The prosecutors offered to 
have CZA officials explain these cables to the Court in camera, but 
the Court rejected this suggestion. The next day# September 34, 
the Court advised that the four underlying cables did net appear to 
support the conclusion that BNIcItone knew of BMXcAtlanta's illegal 
loans. Several days later, however, after another statement from 
Representative Gensales that offered a contrary view, the Court 
reversed its opinion, and stated that some of the cables supported 
the conclusion that BNL-Rome knew.** On September 3S, Judge Sboob 
asked Brill to send a letter to the CZA asking several questions 

**Z am not suggesting that Judge Shoob was influenced by 
Representative Conaalea's view of the Summary and cables.. 
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regarding the .intelligence information that had been gathered 
regarding BNL. Brill sent a letter to Holaes that saoe day. (OIC 
Ex. 64.) Four days later, Judge Shoob asked Brill to send a 
follow-up -letter reiterating these same questions. (OIC Ex. 65.) 
On September 30, Holaes responded to both letters by offering to 
meet with Judge Shoob in order to explain fully to hia the answers 
to his questions; (OXC Ex. .66; Holaes Tr. 142-143.) The CIA said 
that explanation never was given because of Drogoul*s renewed 
notion to withdraw his plea.** 

Z7Z2* BSOQOOL RECAHT0 Jig EXMIEK gTATEKnCTl 

On Septenber 29, Drogoul took the stand at the sentencing 
hearing, and began to recant what he had said previously. Specifi- 
cally, Drogoul testified in specific terms, for the first tine, 

e 

that BKL-Rone officials knew abcnit his activities and authorised 
thea. Based on this testimony, the USAO agreed to permit Drogoul 
to withdraw his guilty plea on October 1. Mueller said that this 
decision was made by the USAO without direction from DOJ. (Mueller 
Tr. Vol. 2, 23-26.}* 

On October 1, 1992, Judge Shoob orally granted Drogoul 's 
notion to withdraw his guilty plea. 


**The CIA prepared several other draft responses to Brill's 
letters of Septenber 25 and 29. (OXC Ex. 67.) The substance of 
those drafts is essentially consistent with Koines *s testinony. 


92 



648 




X71ZZ. 


DISCOVERY cr Krt rsiTORXxrioM 


i-'NCLASSIF;£D 


The CIA*s Office cf the Inspector General has advised us 
of a recently discovered 30 October 1991 CIA operational cable 
that reported in paragraph 3:* 



There is no record that the CIA followed up on this 
report. However, the information I have reviewed during t-his 
investigation suggests that this report &ay be less significant 
than it appears on its face. 


LEOXL XKXLY618 XND JtSCOXKSlTDATXOHd 


I. . THg_IHDE?E KPgyT COTO8EL BTATOTB 

Pursuant to tha Independent Counsel statute, upon 
conclusion of my prelisinary investigation,*^ Z aust determine 
whether there are "reasonable grounds to believe that further 
investigation” of potential or alleged wrongdoing prohibited by 
federal criainal law is "warranted.” 21 0.S.C. fS 592(b)(1) and 
592(c) (1) (A). Zn Baking this determination, Z turn to the follow* 
ing criminal provisions which would likely be considered by a 
Statutory Independent Counsel if appointed: II U.S.C. i 1503; IS 
U.S.C. S 1505, and IS U.S.C. | 1001. 

As set forth below, ea^ of these criminal statutes 
requires specific conduct performed with "mens rea" or state of 
mind. The Independent Counsel statute, however, only permits me to 
determine that state of mind is lacking if I can find that there is 
"clear and convincing evidence" of its absence. 28 U.S.C. i 592 
(a)(B)(ii). The statute thus creates a virtual rebuttable 


*^Zn my October 26, 1992, letter to the Attorney Genezral 
(Ex. 3) in which Z recommended a preliminary investigation, Z did 
not distinguish between so-called "covered" persons, defined in 28 
U.S.C. s 591(b), and non-coversd persons referred to in f 591(c). 
As to "covered persons," the Independent Counsel statute mandates 
a preliminary investigation when "information sufficient to 
constitute grounds to investigate" has been received (S 591 (a)). 
As to persons not considered "covered," a preliminary investigation 
is discretionary under the same circximstances. Zn his October 27, 
1992 letter to me,, in 'accepting ay recommendation, the Attorney 
General asked: (a) that Z commence such preliminary investigation, 
and (b) ehae X attaapt to conclude it by December S, 1992, six* days 
before expiration of the Independent Counsel statute, as a raviav 
of this Report reveals, my investigation has been wide-ranging and 
has included within its reach both individuals considered "covered" 
persons by the statute and those not considered "covered" persons. 
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presuaption of the ■ statutory state of Bind, a presuaption that aay 
be rebutted only by "clear and convincing evidence." 

X. 18 O.S.C. <150a 

Section 1503 generally proscribes the obstruction of the 
"due adainistration of justice," in connection with a judicial 
proceeding, by corrupt endeavor. The use of the tera corruptly, 
together vitb the tern endeavor, "charges aa intentional act." 
Dnlted St ates v. Haas . 583 F.2d 21< (Sth Cir. 1978), jtsnJLsdf 

440 U.S. 981 (1979). Cenerally, the Covemaent aust deaonstrate 
that the person charged with a I 1503 offense "knevingly and 
intentionally undertook aa action froa vhidi aa ebstruetioa of 
justice was a reasonably foreseeafele result." United States v. 
XhfiBAI* 918 r.2d 647, 651 (lltt Cir. 1990) (citations oaitted) 

(•aphaaie added) . 

The ten "corruptly" connotes specific intent. Sift 
Dnlted Sta tes v. Maehl . 811 F.2d 991, 996 (7th Cir. 1987) 

("Corruptly aeans to act vitb the purpose of obstructing 
justice. ")r Dnlted States v. Partin. 552 F.2d 621, 641 (Sth Cir.), 
cert , denied. 434 D.S. 903 (1977) .("The word corruptly aeans a 
defendant acted with iaproper aotive or vitb bad or evil or wicked 
purpose.")} Dnlted States v. Jeter. 775 F.2d 670 (6tb Cir. 1985), 
denied. 475 D.S. 1142 (1986) (Section 1503's nans stft 

requireaent liaits the scope of the statute to persons "who 
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'corruptly* or •' intentionally seeX to obstruct the due 
administration of justice.")*® 

The tera "endeavor" has been held to describe "any 
attempt or effort to obstruct justice." Thomas . F.2d at 651 
(citation omitted); see Buffalano . 727 F.2d at S3 (defining 

endeavor "as *any effort or essay to accomplish the evil purpose 
that the statute vas enacted to prevent*”) (quoting United States 
V. Russell . 255 U.S. 138, 143 (1921) )• The government need not 
demonstrate that the endeavor vas uftimately successful or that it 
achieved the desired result, fisfi, Osbom v. United States. 

87 S. Ct. 429, 434*435 (1966) I 2AShSfiZl# 513 P.2d at 460 ("[2]t is 
the endeavor to bring about the forbidden result, and not success 

in achieving the result, that Section 1503 makes a crime."); 

% 

Thomas . 916 F.2d at 651. However, the court in Brand noted that 


**Both the Fourth and Eleventh Circuits have departed somewhat 
from the specific intent requirement as framed by ether Circuits. 
A recent Eleventh Circuit decision, defining the term "corruptly,” 
constricted the specific intent element as follows: 

"'Corruptly*" describes the specific intent of 
the crime and can vary in meaning with the 
context of the section 1503 prosecution • . • • 

Although the government is not required to 
prove that the defendant had the specific 
purpose of obstructing justice ... it must 
establish that the conduct vas prompted at 
least in part, by a corrupt motive. 

United States v. Thomas . 916 F.2d 647, 651 (11th Cir. 1990) 
(citations omitted); iftg also United^tatei v. Heisvender. 590 F.2d 
1269, 1274 (4th Cir.), dUilfl, 441 U.S. 963 (1979) (holding 
that "a defendant who intentionally undertaXas an act or attaapts 
to effectuate an arrangement, the reasonably foreseeable 
consequence of which is to obstruct justice, violates 18 U.S.C. f 
1503 even if his hope is that the judicial machinery will not be 
seriously impaired."). 
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S 1503 proscrihes only those acts which produce or which are 
capable of producing an effect that prevents the due adainistration 
of justice. 775 F.2d at 1465. 
t. lI_P,.gtC, 

Section ISOS of the obstruction of justice statute 
applies broadly to all pending proceedings* including Congressional 
proceedings. Section ISOS also requires proof of specific intent* 
or a corrupt endeavor* to sustain a conviction. 

Other than the celebrated cases arising out of the Iran- 
Contra scandal (ssjt Qnlted States v. Horth . 70S F. Sapp. 3SS 
(O.D.e. 19SS)* and Qnlted States v. Poinderter. »S1 F.3d 369 (O.C. 
Cir. 1991))* only a handful at decisions under | 1505 have 
considered alleged obstructions of Congressional "proceedings." 
Sift* ft^ Onited Stat es v. Mitehel'i . S77 F.2d 394 (4th Cir. 1919)* 
reh'g denied* 19S9 O.S. )^. LEXIS 13462 (4th Cir. 19S9). 

Th« ,r«quirramt of S ISOS that tho dofondant liaa actad 
^'corruptly” ia givon siailar Boaning to tho ■corrupt* oloBont of 
J 1503. In Unitod Stataa Ve_Prict e 9S1 T.2d 1021, 1031 (9tb Cir. 
1991], tho court hold that tho "roquloito intont to violate 
Section 1505 ia • • • Boroly that tho ^dofondant Bust havo acted 
^corruptly,* JLiU# that tho act Buat bo dono with tho purpoao of 
obstructing justice** (citation oaittod) • A aiailar definition vas 
adopted in Unitod States v, Laurins. 857 P.2d 529, 536-37, where 
the court held that the defendant acted corruptly by concealing 
docuaents in response to an IRS subpoena. 

The District of Colunbia Court of Appeals in United 
States V, Heldeman . 559 F.2d 31 (D.C. Cir. 1976), construing 
S 1503, adopted a variation of the definitions above, holding that 
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the tern "corruptly**' aeans having an evil purpose or intent. See 

al£S United ^States v. Spreeher. 783 F. Supp. at 164 (** 'Corruptly* 

sinply means to be motivated by an improper purpose”) (citations 

omitted) In North , however^ the court cautioned: 

Unli)ce courts of lav covered by section 1503, 
congressional committees are part and parcel 
of a political branch of government and there- 
fore serve vide-ranging political functions 
not limited to a search for truth in accor- 
dance vith formal rules • • •• No one can 
seriously question that people constantly 
attempt in innumerable.^ vays, to obstruct or 
impede congressional committees • • • but it 
does not necessarily follow that (it] is • • « 

(done] corruptly. 

The Court of Appeals in United states v. Poindexter. 951 
r*2d 369, 379 (D.C. Cir. 1991), .in an opinion authored by then 
Judge Cinsburg, construed more strictly than any ether court the 
scope of sanctionable conduct iiMer i 1505. The Peinderter 
decision is an apparent retrenchment from the prior decisions of 
the District of Columbia Court of Appeals (aai HfiCth# fiffil!# United 
: States v. Lavelle . 751 P.2d 1266 (D.C. Cir«), SMXSJ. dsnitd# 474 
U.S. 817 (1985)) on the applicability of f 1505 to Executive Branch 
officials, although the court did not expressly overrule those 
decisions. 


Zn Poindexter , the defendant vas charged vith obstructing 
congressional inquiries' into the Zran-Contra scandal. The 


The absence of ” illegal means* does not mean 
that the alleqedly violative conduct is not 
corrupt. Mitchell . 877 F.2d at 298. The 
court in Mitchell stressed that the crucial 
inquiry focuses on "whether a defendant had 
the requisite corrupt intent to improperly 
influence the investigation, not on the means 
the defendant employed in bringing to bear 
this influence.* Id* at 299. 
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Poindexter court deesed the tera "corruptly** as used in § 1505 to 
be so vague as to "provide [no] constitutionally adequate notice 
that it prohibits lying to Congress." Poindexter . 951 F.2d at 379. 
In an elaborate analysis of the statute, the court suggested that 
acting "corruptly" oneself would not necessarily be violative of 
5 1505, and interpreted the statute to proscribe corrupting another 
by influencing that individual to violate his own legal duty. 

With the notable exception of Poindexter , courts 
interpreting 5 1505 have generally cpnstrued broadly the range of 
"endeavors" covered by { 1505. In Mitchell , for instance — a case 
proscribing an endeavor to stop a congressional investigation — 
the court held that aoy effort or a^ "when done with the requisite 
intent to corruptly influence a\ congressional investigation, 
violates [! 1505]." Mltehall. 577 F.24 at 299. 

EndMvors proscribed by i ISOS hav. Ineludad diraetiad an 
individual to dastroy racorda raapoasiva to a DOS mibpoana, Sutton , 
supra } supplying falsa tastiaony and diraeting an individual to 
altar salas invoieas and aubnit than to an inquiring agancy, 
Fruehtman . supra t dalibarataly eoneaaling nattars aatarial to an 
SEC invastigatien, Soraehar . supra ; sutaitting a falsa decuaant in 
rasponsa to a subpoana issuad by tba ZRS, Pnlt.d st . t.s v. vlria. 
532 ^2d 1277 (9th Cir.' 1976); supplying avasiv. ansvars and 
eoneaaling knowladga f l.a. . faigning forgatfulnass) in tastiaony at 
SEC invastigativa haarinos. Dnltad States v. Alo. 439 F.3d 751 (2d 
Cir.), cert , denied . 404 U.S. 850, reh»a denied . 404 U.S. 961 
(1971); altering, concealing, or withholding records i^ich, 
according to the indictaent, bora a "reasonable relation" to the 
subject natter of a Senate Comnittee inquiry. United States v. 
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Presser. 292 F.2d 171 <6th Cir. 1961), aff*d bv an eouallv dividgd 
court . 371 u.S. 71 (1962); and influencing a witness to give false 
infomation and testiaeny to a Senate CoBsittee and its 
investigators.- Stein v. United States . 337 F.-2d 14 (9th Cir. 1964), 
cert, denied. 380 U.S. 907 (1965). 


e. » ytStgt Sim 

Section 1001 proscribes (X) tbe knowing and willful 
falsification or eoneealaent of a aaterial fact; (2) the saking of 
any false or fraudulent stateaent or representation; and (3) the 
Baking or using of a false writing or doeuaent with )cnewledge that 
it contains a false or fraudulent stateaent *in any natter within 
the jurisdiction of any departaent or agency of the United States.* 
A "eoneealaent* is an "affizaative act by which a 

i 

aaterial fact is actively concealed.* Xt aust be aore than a aere 
passive failure to disclose, u.s. v. shannon. S3< F.2d 1125, 
113001 (8th Cir.), saul* fltaJLftA, 48d u.s. lost (19t8). A "false 
stateaent* is a stateaent vhidi "is designedly untrue . . . and 
aade with intention 'to deceive the person to whoa the false state* 
Bent is Bade or axhibitad." u.s. v. Worthington. r.2d 315 (2d 
cir.), cert , denied . 484 U.S. 944 (1987). A "false writing* is 
aerely a false stateaent inserted into a writing. ££* Oevitt, 

Bl. , DiBIi, at 450. 

The aateriality reguireaent of the statute nay be aet if. 

the false stateaent has "the capacity to iapair or pervert the 

function of a govemaent agency." u.s. v. Lichtenstein . 610 F.2d 

1272, 1278 (Sth Cir.), cert , denied . 447 U.S. 907 (1980)t 

The test of 'aateriality* is whether the 
stateaent 'has the natural tendency to 
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influence; of was capable of influencing, the 
decision of the tribunal in Baking a (parti* 
cular] deteraination. ' Proof of actual 
reliance on the stateaent is not required; the 
Governaent need only aake a reasonable shoving 
of its potential effects. 

U.S. V. Dioos. 613 F.2d 9e«. »9» (O.C. Cir. 1979). ££0l. denied . 

446 U.S. 982 (1980) (quoting Weinstoek v. O.S.. 231 P.2d 699. 701- 

702 (D.C. Cir. 1956)- (footnote eaitted)). 

The false stateaent. eoncealaent or oaissien aust be aade 

"knowingly and willfully." Typically, courts interpret these two. 

terns as a unitary concept requiring proof that the defendant aade 

the stateaent deliberately (and not as the result of a aistake or 

accident), with knowledge that the stateaent was false, and with 

"specific intent." Ssi. e.e. . n.s.“ v. Cueaew. 781 P.2d at 431; 

U.S. V. tlehteweteln. 610 P.2d at 1377. Several circuits describe 

specific intent as follows: 

The stateaent aust have been aade with an 
intent to deceive, a design to induce belief 
in the falsity or to aislead. but | 1001 dees 
not require an intent to defraud — , that is, 
the intent to deprive soaeone of seaething by 
aeans of deceit. 

United States v. Lichtenstein. 610 P.2d 1272, (Stb Cir. 1980). £lS 
hiss U.S. V. Corslno. 812 P.3d 26. 29 (1st Cir. 1987); U.S. v. 
Martin . 772 F.2d 1442 (8th Cir. 198S) . 

Despite the spebific intent requireaent, seae courts have 
allowed the "knowingly and willfully" eleaent of the clause to be 
satisfied by proof .that the defendant acted "with reckless 
disregard of the truthfulness of the stateaent and with ' the 
conscious purpose to avoid learning the truthfulness of the 
stateaent." U.S. v. Evans . SS9 F.2d 244, 247 (5th Cir. 1977). 
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AiSfi, U>S. V. Hanlon . S4« F.2d 1096, 1100-01 (2d Cir. 1977); United 
States V, Lange . 528 F.2d 1280, 1288 (5th Cir. 1976). 

Given the constraints the Independent Counsel statute 
inposes on. the proof upon which I may rely for "state of mind" 
findings, in conducting my Investigation Z examined the words and 
deeds of individuals and was prepared to infer wrongful intent as 
suggested by events unless "clear and convincing evidence" demon- 
strated otherwise. 

After having carefully studied all of the information Z 
have assembled, as analyzed and discussed in the body of this 
Report, Z conclude that in each instance, the evidence is indeed 
clear and convincing that the requisite intent to obstruct the 
DroQoul prosecution was lacking oh the part of those involved or 
against whom interference has been 'charged. Zn fact, Z have found 
that there is no credible evidence to suggest otherwise. 

In all other instances, including these that have 
received the highest scrutiny by the public and Congress, I have 
found no credible evidence that any person in the DOJ or the USXO 
acted with the requisite intent to obstruct the due administration 
of justice in connection with a judicial. Congressional or any 
other proceeding, or to ma)ce any false statements to any department 
or agency of the United States. Absent any credible evidence, the 
"clear and convincing evidence" necessary to overcome the presumed 
intent under 28 U.S.C. | 592 (a) (B) (ii) is clearly met. Although 
not within the scope of my inquiry, my investigation does suggest 
that with respect to the conduct of Mr. Kloske, a possible 
exception may exist, and the Attorney General may wish to consider 
further investigation. 
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II. mLYBjg'UKDgR THr lyPEPZKDBVT CObyflBL BThTVtZ 

As noted above, the Boren Coanittee and the House and 
Senate Judiciary Coaaittee letters of October 1992 allege essen* 
tially that attorneys at DOJ and representatives of the CZA Bade 
aisleading stateaents to, and withheld relevant inforaation froa. 
Judge Shoob and the USAO regarding certain intelligence inforaation 
on the BNL Batter in Septeaber 1992.** 2 address this broad 

allegation in the following analysis that is governed by the 
Independent Counsel Statute. 

First, I consider whether the DOJ or the CIA withheld 
relevant intelligence inforaation froa the OSAO in order to 
obstruct the BKL prosecution. Second, Z analyse whether aisrepre- 
sentations were aade to Judge Shoob in the OSAO*s Sentencing 
Keaorandua dated Septeaber il, lesar, or in Arthur Wade*e teatiaeny 

at the sentencing hearing. Third, Z assess whether the DOJ*s 
release of the Septeaber 17 letter, and the D0J*s decision not to 

• issue the CIA's Septeaber It stateaent, were designed to aislead 
the Court and the public, and obstruct justice. Foxirth, Z discuss 
the DIA's Septeaber 17 letter and the Brill public stateaent on 
Septeaber 21. 

A. Was Any latelligesee Zaferaatiea withheld rrea The 

fiiAfiz : 

I conclude, based on ay investigation of all the facts 

* set forth above, that no intelligence inforaation was deliberately 


*^Ouring ay investigation, Z found nothing tht suggested that 
DOJ or CIA representatives had withheld inforaation regarding U. S. 
intelligence agencies and their involveaent in, or contaaporaeous 
knowledge of, BNL-Atlanta ' s unlawful conduct. As a result, ay 
analysis focuses on intelligence inforaation regarding whether 
" BNL-Roae knew . • ^ 
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1. DOJ VtoTldcd rull Xeo«a« to zafenatloa 
There is really no dispute that the OSAO had eoaplete 
access to intelligence inforaation gathered by the OOJ. As early 
as Oeceaber 1990 « Clark's aeaorandua to McKenzie invited her to 
review inforaation that OOJ was gathering on the OSAO's behalf. 
(OZC Ex. 29.) Heabers of the OSAo! or its Task Force reviewed the 

docuaents at OOJ on at least three ^occasions: in Deeaaber 1990 or 

% 

January 1991 by Agant Vada: on Saptaabor 13 , 1991 by Aganta Wada 
and Horton; and on April 30, 1993 by NcXaniiag Chartash, and Agant 
Wada, at which tiaa thay vara givaa an indax to all tha intalli* 
ganea raporta on fila at tha DOJ. 

McXanzia viavad tha USAO*a aceaaa to tha intalliganea 
docuaanta at DOJ aa an *opan invitation," and Clark baliavad that 
* KcXanzia had aapla opportunity to raviav all intalliganea infona* 
tion. (MeXanaia Tr. 57.) Thara ia no avidanea that DOJ avar 
daniad tha USAO aceaaa to thia information, or withhold any 
docximanta from tha US AO. ^ 


^Although tha USAO was not parmittad to taka copiaa of CXA 
eablaa to Atlanta, that raatrietion ia common for much matariala, 
and it does not imply that tha USAO was daniad aceass. Similarly, 
KSA and HSC dociimants vara not concaalad or withhold froa tha USAO, 
but bacausa tha fiald prosaeutors in tha USAO laekad tha appro* 
priata claarancaa to raviav such documants, it had to raly on oral 
briefings from tha DOJ on those materials. 
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It is .-true that the DOJ assuaad responsibility for 
requesting, reviewing, and analyzing intelligence infonaation on 
behalf of the USAO in this case. But that does not suggest that 
DOJ attorneys were withholding or concealing that information. To 
the contrary, the DOJ requests for inforaation to the Intelligence 
Community were comprehensive and broader than the requests 
suggested by the UBAO, and Creenberg and Clark proceeded to review 
and follow up on most, if not all, of the information they 
received.^ Similarly, when Keltzir sought intelligence informa- 
tion by sending out the DOJ's September 1, 1992 letters, she was 
doing so to help the USAO piirsue leads from the Drogoul debrief- 
ings, and she promptly provided all the responses to KcKenzie in 
Atlanta. Although the gathering and assessment of intelligence 
information by DOJ attorneys was not as thorough as it should have 
been, which Z consider below, it did not reveal any effort to 
influence improperly or obstruct the BKL investigation. 


*^While the Clark and Greenberg letters to the Intelligence 
Community never asked specifically whether "BKL-Rome knew,* both 
believed that their broad requests called for, and actually 
obtained, such information. Honetheless, the failure of anyone to 
ask this specific question of the Intelligence Community is 
curious, given the importance of this issue in the case at that 
time and the heated debate between DOJ and the USAO. I received 
given no satisfactory explanation for the failure to ask this 
question. 


105 


661 


UH0j\S5IFIED 


i . Zaadaqutt* Prooaduraa at DOJ for Hoquoatlsg 
aad Roviowiag Zatolllgoaeo Zafenatiea 

Even though Z conclude that the USAO was peraitted full 
access to intelligence aaterials obtained by the OOJ, X aa 
disturbed by the confusion and carelessness that characterized the 
Banner in which the DOJ and the OSAO pursued, reviewed, and 
analyzed infomation froa the Intelligence Conuaity. These short* 
coaings ran throughout this natter, and greatly contributed to the 
events in Septeabcr 1992. 

Froa the outset, confusion. reigned on the subject of who 
was responsible for handling BHb*ralated intalligenee issues, and 
this led to a delay of several aontbs in the gathering of these 
aaterials. Rukstale, NeXenzie and Vade each believed that Clark 
and Creenberg reeaived this assignment froa Orgenson by virtue of 
OOJ's greater familiarity with, and accass to, the Intelligence 
Coaaunity. Orgenson thought that Creenberg and Clark were handling 
tee issue and did net aeniter their efforts because of their 
experience. Creenberg, on the ether hand testified that Orgenson 
told hia to held off on the inquiries. Clark disagreed with 
everyone, saying that the OSAO ' had failed to carry out this 
assignaent, despite assuring hia that "the FSI" would do so.** Mo 
one here is blaaeless. Such uncertainty should never occur where 
experienced prosecutors are dealing with sensitive intelligence 
matters, and particularly in a aajor ease such as this. 


**Clark's alleged reliance on the OSAO's purported stateaent 
that "the FBI* was handling the intelligence inquiries is curious. 
Whether or not Rukstele or HcXenzie told Clark that the 'FBI was 
handling intalligenee matters (and they deny asking such state* 
Bcnts), Clark would know that the FBI was not the appropriate 
avenue for such inquiries. 
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There. was a siBilar shrinking from responsibility with 
respect to the review, analysis and follow-up on intelligence 
infomation after it was gathered by the DOT. Greenberg assuaed 
that Clark- and Drgenson were responsible. -Urgenson thought that 
the natters were being handled by - Clark and Greenberg. Clark 
thought that the USAO ultiaately had to perfona these tasks, and 
the USAO again looked to the DOJ as having taken charge. 

In this race for cover, X could not find a single person 
at the DOJ or the OSAO who coultf say with certainty that he or she 



had reviewed and analyzed every intelligence report, and followed 
up on those that were aost important, at any tiae during the BHL 
investigation or prosecution.* .During October and Oeceaber 1990, 
for exaaple, the DOJ received several reports froa the Intelligence 
Ceaaunity that were eignlflcent^en their face, including the 12 
January 1990 CIA cable] 

the 5 October 19S9 CZA cable 

and Septsaber 

1989 OIA cable (discussing HATO collusion with BML) . fet there are 
no records of any analysis or follow-up on these cables, and the 
■recollections of Clark and Greenberg are now sketchy at best. As 
a result, a strong suspicion eaerges that the BHL intelligence 
infomation was not fully reviewed or followed op on during the 
period before the Xndictaent was returned in this ease. 

In the. period after the Indlctaent, the situation is no 
better. The OSAO and the Task Force adsit to only a cursory review 


**Clark and Greenberg had a general recollection of reviewing 
and following up on seae doeuaents, but both pointed to others as 
having ultimate responsibility. HSA has stated that Greenberg and 
Clark's review of MSA aaterials was newer coapleted. 
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Of intelligence MteriAls even on April 30, 1992, shortly before 
the expected trial of Drogoul,^ Moreover, there is no evidence 
that Meltzer ever reviewed the cables that had been gathered, even 
when . she was assigned to follow up on intelligence issues in 
Septeober 1992. I would have expected a far sore thorough effort 
and a clear delineation of responsibility on intelligence infor- 
nation issues. 

The events of Septeaber 1992 arose largely because the 
DOJ and the USAO were unaware of what specific intelligence infer- 
nation they had received and reviewed. Had ClarX, Greenberg, or 
anyone else dociinented their efforts, the DOJ night have recognized 
that the CIA's answer to Question. • in the Septenber 17 letter was 
an inconplete stateaent, as discussed below. To avoid a repetition 
of these events in some future caM# procedures should be adopted 
to ensure that careful and thorough analysis and followup of all 
available intelligence is the rule in all investigations. 

Moreover, as discussed previously, there were wholly 
inadequate procedures at DOJ for internal routing of intelligence 
information regularly disseninated to it by the Intelligence 
CoBsunity. Two cables dated 20 April 1990 and 22 February 1991, 
which were disseminated by the CZA to the DOJ through normal 
channels, were never routed to the DOJ Fraud Section or the OSAO, 
even though they related to whether "BKL-Rome Anew.” These 
internal routing procedures must be improved immediately so that a 
respected institution liXe the DOJ will not egain be embarrassed by 
effectively "losing" valuable intelligence information. 

McKenzie explained that she reviewed the materials more for 
new investigative leads than for trial. 
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3* Tb« C2A ?rorid*d 2aoo>pl«t* Zafezaatioa To 
Th* DOJ 

The CIA did not provide coaplete intelligence inforaetion 
to the OOJ in- the BNL natter, despite broad requests by the DOJ. 
For exanple, in the Tall of 1990, the CIA failed to produce the 31 
January 1990 letter froa USOA's David Xunkel, 
even though that letter had-transaitted the < Noveaber Typescript 
and stated that there was "new" inforaatlon that BKL-Roae knew of 
BKL'Atlanta's unlawful aetivitieSto* Further, the CZA produced 
several other intelligence cables regarding BHI# that were never 
disseainated la the nerml channels outside the CZA. 

The CZA also neglected to provide the OOJ with iaforas* 
tion that it prepared internally after responding to the OOJ's 1990 
requests, including the CZA Suaaafy prepared for hepfaseatative 

■ • ■ a 

Oenzal** in Oetebar ISal. Finally, the CZA's Septaaber 4, 1992 
letter was inconplete, because it suggested that the CZA only bad 
"publicly available* infesaatiea on the subject of whether "BNlc 
Rone knew," when in fact the CZA had private>seurce iafozaatiea on 
the subject. 

Z do net conclude, however, that the CZA's failure to 
provide collate infesaatlen was deliberate, or part of an effort 
• to obstruct the BKL prosemtion. Rather, the CZA's failure appears 
to be based on Inadequate procedures for retrieving and producing 
inforvation to the DOJ generally, and on the CZA's inadequate 


**Regrettably, it appears that this . letter was also not 
forwarded by Xunkel to Wade of the USDA's Office of Inspector 
Ceneral, who served on the USAO Task Force. (Wade Tr. 60-61.) 
Wade did not see this letter until on or about Noveaber 1. 1993. 
(Id*) 
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review of its own Information by the CIA before sending the 
September 4 letter. 

There is no explanation for the CIA's October 1991 
Summary not being forwarded to DOJ when* it was produced for 
Representative Gonzalez, other than carelessness or inadequate 
procedures. According to a routing slip, a copy of the Summary 
vent to the CIA's Office of General Counsel when it was prepared, 
and adequate procedures should have ensured that the Summary was 
passed on to the DOJ pursuant to fts earlier requests.^ 

With respect to the CIA's September 4, 1992 letter, David 
Holmes, the agency's^ Deputy General Counsel, admitted that the 
answer to Question 8 was incomplete, and that the CZA's review of 
the appropriate materials was Inadequate* Although Holmes's 
subordinate, ^millimiH^ stated*', that he conducted a thorough 
review of all the materials on file, his testimony is at odds with 


that of CIA analyst 


and Holmes* 


itated 


that when! 


called her to ash about sources on the subject of 


whether "BKL-Rome knew," she gave him only her recollection that 
there were public sources, and said she would have to check her 


file on private sources* 


Recalled that 


did not 


pursue the matter with her, despite her past involvement in the 


matter. 


Holmes testified that] 


had failed to consider the 


12 January 1990 CIA cable before drafting the response to Question 
8. That cable reported 


*^mim[||||H|||^ name appeared on the routing list, although 
he denied ever seeing th^Suraa^ until the Gonzalez press release 
on September 14. If ^HHM^id not recieve the Summary in the 
normal course, that underscores the lack of adequate procedures. 
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In contrast, testified that he reviewed the 12 
January 1990 cable in preparation of his response to the Septeaber 
1, request. ^|||||mP stated that, based on his reading of the letter 
and his conversations with Meltzer, the Septenber 1 request sought 
** institutional knowledge** of BHL-Roae, rather than the knowledge of 
the aid-level official cited in the cable, 

No aatter whose testiaony is accurate, it is clear to ae 
that the Septeaber 4, 1992 letter should have received greater care 
and closer scrutiny by everyone involved, including the CIA super- 
visors, Holaes and Jaaeson. The C2A routinely "dovnstreaaed** DOJ 
information requests to paralegals and junior staff attorneys for 
a response, and this process aay account for the erroneous and 
inadequate responses submitted here. 2 aa pleased to have been 
edvie«d that Director Getee hee ordered ea inteaeive review of the 


CZA*s procedures for dealing with instances such as the BHL case 
presented. 

B. Were Kisrepreseatatloas Wade To The Court Za the 
iepteaber X992 Seatesoisg Weaoraadua os Wade*s 
TfitllW 

Z conclude, based on ay investigation of all the facts 
set forth above, that there were no false statements made to Judge 
Shoob by the DOJ and the U5A0 in their Septeaber 11, 1992 
Sentencing Meaorandua, or any endeavor to obstruct justice by those 
statements. Zn Articular, the Sentencing Meaorandua stated, at 
page 34, that **no credible evidence has been uncovered that 
supports [Orogoul*s] suspicion that other officers at BHL knew 
of his illegal activities.** 


Ill 
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TechnicaUy, this stateaent was’ correct. All the 
intelligence information in DOJ*s own files at the tiae on the 
subject of whether **BHL*Rooe knew" was not credible in the view of 
the DOJ and the USAO because it had been discredited by the USAO's 
investigation. Further, the cables consisted of hearsay 
statements inadmissible as "evidence.” 

However, I* find such technical distinctions to be less 
appropriate than in this case, where there was such a bright focus 
on whether "BKL*Rome knew.” Judge "3hoob had raised the issue at 
the June 2 plea hearing, and made it very clear that the issue 
would be addressed at the sentencing hearing. The Drogoul 
debriefings also raised the question as to BKL-Rome's complicity, 
as did various press articles. Under these circumstances, the 
Sentencing Memorandum should have ca^idly stated that there were 
intelligence reports in the DOJ's possession that suggested that 
”BNL-Rome knew.” If the DOJ and USAO believed that those reports 
were based on speculation, or raised inferences that had already 
been rebutted by their investigation, that could have been stated 
as well* 

Brill, McKenaie, and Chartash stated that this statement 
in the Sentencing Memorandum was drafted by Meltser, and that they 
relied on her to address the intelligence information issue. This 
is a curious reliance, since by this time NcXensie and Chartash had 
reviewed ell the cables on at least one occasion (April 30, 1992), 
whereas Meltser, a relative newcomer to the matter, had net seen 
any cables. Although McXensie said that Keltzer had consulted with 
"Justice” during the preparation of this Memorandum, it is unclear 
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who that person at DOJ vas« because Clark said he was never asked 
to review the Memorandua. 

This pez^asive reluctance at the DOJ and the USAO to 
accept responsibility is very troubling. All of these people had 
ready access to the pertinent intelligence inforsation, and soaeone 

on the prosecution team should have conducted a careful review 

% 

before a stateaent on the issue was aade to the Court. Alterna- 
tively, Clark should have been consulted and included in such a 
review. Had such a review been made, I an confident that it would 
have resulted in a Sentencing Nesorandua that met a higher and more 
appropriate standard. 

My view that carelessness Was prevalent throughout this 
matter is reinforced by the fact that whan Meltser reviewed the 
September 4 letter# she Immediateljr qu«stionad the cia*s response 
to Question 8# even without reviewing any cables# as indicated in 
her September 4 £-*Nail to Urganson. This is not surprising# 
because the CZA's answer to Question 8 appears to me to be incom- 
plete on its face. However, there is no record that anyone 
(including Brinkae# who was assigned the task by Meltser) followed 
up on this answer before the Sentencing Memorandum was filed. Zf 
Meltser in fact relied on the CIA's answer to Question 8 in draft- 
ing her answer# which T suspect she did# then she was clearly 
negligent. 

Z recognise that the USAO and Meltser were under great 
time pressure to prepare for the sentencing hearing# and had aany 
important tasks to coaplete other than to deal with just one state- 
ment in the Sentencing Menorandua. Mueller and Urgenson have also 
described how occupied they were on other matters. -However, time 
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pressures, no aiattar how severe, cannot excuse statements to the 
Court that are anything less than full and complete. Meltzer, 
McKenzie, Brill, and Chartash must accept principal responsibility 
for their cavalier performance, but Mueller and Urgenson have to 
share the blame for failing to provide supervision. 

With respect to Wade's testimony at the sentencing 
hearing on September 16 that discusses intelligence information, I 
conclude that his answers taXen as a whole were not inaccurate or 
misleading. Nor did the USAO fail to excerise its responsibility 
to ensure accurate testimony. Wade incorrectly stated at first 
that all the intelligence reports he reviewed "confirmed* the 
prosecution's theory that BKL-Rome did not know of BKL-Atlanta's 
”off**booX* loans. (Wade Tr. SI.) As noted above, some of the 
cables that Wade reviewed on their face contradict, rather than 
confirm this theory, even if they were eventually discredited 
against the background of the Task force's investigation. However, 
after the Court questioned this response, Wade then amended his 
testimony by noting that there were additional cables that vara 
inconsistent, but that they could be discounted for one reason or 
another. (Wade Tr. 82-83.) Although this was not the preferable 
method of providing testimony, it does not rise to the level of a 
misrepresentation to the Court. 

c. Was The telease Of The September 17 Xietter, Aad 
The Withholding of The September is statement, 
Mififtdi&ga 

1 conclude that the CIA's September 17 letter, from 
Holmes to Brill, standing alone, was incomplete when it was 
released. However, Z have found no evidence that Mueller and 
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Urgenson intended to mislead the Court or the public, cake a false 
statement, or obstruct justice. Rather, the clear and convincing 
evidence shows that the September 17 letter was an ill-advised 
reaction by Mueller and Urgenson to allegations of a OOJ **cover 
up.»* 

I also conclude that the September 18 statement was not 
withheld because of any endeavor to conceal or obstruct by Mueller, 
and that the DOJ properly concluded that the Summary and the 
underlying cables should be provided to Judge Shoob for his review. 


When the September 17 letter was released, the CIA's 
answer to Question 8 was incomplete. Question 8 asked whether the 
CZA had " any information that BKL-pome was aware of the illegal 
activities engagsd in by BKX/-Atlanta.* (Smphaie added.) The CIA's 
answer stated only that the CIA had "publicly available" informa- 
tion on that subject, and said nothing about the private-source 
intelligence information in the CIA's and DOJ's possession. 

That private source information included the three cables 
underlying the CIA's October 1991 Summary, all of which suggested 
on their face that BKL-Rome )cnew of BNX#-Atlanta's unauthorised 
loans to Iraq. It .also included the 12 January 1990 cable 
^Qf|||[^|||||||im|||HmiHillll^ All 
should have been included in the answer to Question 8 to make it 
fully complete 

Sven though the September 17 letter vas incomplete when 
it vas released, Z find there is clear and convincing evidence that 
there vas no intention to mislead the Court or the public, make a 
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false stateaent, or obstruct justice, Mueller and Urgenson had 
decided that the September 17 letter would be acconpanied by a full 
€)cplanation from the CIA about the Summary and the cables, and that 
all these documents would be presented to Judge Shoob for his 
review. Even though the full CIA explanation never materialized, 
for reasons discussed below, the fact that the Summary and the 
underlying cables were presented to Judge Shoob within a few days 
demonstrates clearly and convincingly an intent to disclose fully 
all information, and effectively rebuts any suggestion that there 
was some effort to conceal* 

It is true that Mueller and Urgenson did not disclose the 
12 January 1990 C2A cable, even ^eugh that cable had been in the 
tXU's possession since October 2# 1990, and had even been the 

e^ 

subject of a note by Urgenson on that date* However, Z have 
searched hard for some indication that Urgenson and Mueller were 
aware of that cable in mid-September 1992, but have found nothing 
to support such awareness* As astonishing as it say seem, both of 
these career prosecutors, who had many years of experience, failed 
to go bach to the files themselves to review all the cables, and 
never directed anyone else to conduct such a review, before seeXing 
the release of the September 17 letter* Vhile this was certainly 
negligent under the circumstances, it does not suggest any intent 
to conceal or deceive* 

Zt is of int^rsst to inquire into whether Mueller and 
Urgenson had some wrongful motive to conceal information that *'BNL- 
Rome knew," as Representative Gonzalez has suggested. Mueller anT 
Urgenson have both explained that their purpose in seeking a 
declassified version of the September 4 letter was to correct the 
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public Bispercept'ion that the OOJ had been 'covering up* the infor- 
mation in the CIA Summary. In other words, Mueller and Urgenson 
were not seeking the release of the September 17 letter to support 
the uSAO's theory that Orogoul acted alone. Rather, they were 
seeking releese of the letter to establish that the CIA did not 
tell the OOJ about the information that Representative Consalez 
said was in the Summary.** This was clearly ill-advised, because 
they should not have been seeking to rely on any statement in this 
case that could be deemed incomplete. But it does show clearly and 
. convincingly that Mueller's and Drgensen'c intention was net to 
promote the incomplete answer to Question • in the September 17 
letter. 

More fundamentally, it is diffieul^ for me to see any 
reason vhy Mueller and Urgenson ''would intsintienally seek the 
release of an incomplete answer to Question S. I have found no 
evidence that their superiors et the OOJ, or any other senior 
officers in the Executive Branch, tried to influence i^^roperly 
Mueller and' Orgensen in the BML matter. Zn fact, I have found, 
after extensive investigation, that the OOJ and OSAO prosecutors 
acted independently throughout. 

Nor have Z found any reason why Mueller and Orgensen 
would be concemed es to whether the answer to Question I referred 
to "publicly availoblo" intalliganea infonation or private aourea 
infonation. Indeed g they had reached the conclusion, after 
studying the Suaaary and the underlying cables, that the private 

^he first paragraph of the Septenber 17 letter is drafted to 
suggest that it is not conveying any new information, but rather is 
only confining that the CXA had given the DOJ certain infonation 
in the past. ^ 
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source information in the cables was probably favorable to the 
prosecution. The cables provided no real support for the 
allegation that "BNL-Rome )cnev," and strongly suggested that the 
Analytical Comment B in the Summary was simply wrong if it was read 
to mean that *’BKL-Rome knew,” Why then would they have any incen- 
tive to conceal this information? Their incentive was just the 
opposite: they would want to show everything to Judge Shoob in 
order to rebut Representative Gonzalez's allegation that the CIA 
Summary was significant evidence "that "BHL-Rome knew,” 

There have been allegations that Urgenson at DOJ gave 
"strong advice” to Jameson at the CIA not to change the answer to 
Question 8, Urgenson denied that he gave Jameson such firm advice » 
and said that he had only told ‘ Jameson that any change would 
require a full explanation* Urgenion also said that he was afraid 
that any changes to the answers after-the-fact might inspire 
further charges of a cover-up* 

even if Urgenson did give "strong advice” not to change 
the letter without an explanation, Z find by clear and convincing 
evidence that his intent was not to mislead or conceal on the issue 
of whether "BKL-Rome knew,” but rather to obtain a declassified 
version of the information he had received in the past, in order to 
rebut charges that DOJ had known about and covered up the Summary. 

In any event, Urgenson 's advice did not sway Holmes and 
Jameson. They testified that they did not view Urgenson's advice 
to be an effort to Influence them improperly, and they decided to 
release the letter on their o%m, without regard to Urgenson's 
comments. Holmes also testified that he and Jameson did not 
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believe at the ti'De that the Septeober 17 letter vas inaccurate or 
misleading. 

I must emphasize that Z do not in any way countenance the 
cavalier manner in which the OOJ sought to have this September 17 
letter released. No one in the OOJ engaged in the very basic tash 
of determining whether the answer to Question • vas complete. 
Rather, Mueller and Urgenson ignored the 13 January 1990 cable in 
their files and the substance of the CIA's answer to Question 8, 
thinking that it was secondary to their public relations effort to 
shift the blame to the CZA. Such conduct is unacceptable. 

3. rm t e»r»— ««; 

Mueller's decision net to release the CIA's September II 
letter is legitimate given his rusons ter believing that the 
could have boon nioloodingp and RoIboo*# oeknovlodgoaont 

that the statement did not satisfy the purpose ter which it vas 
drafted; Z find by clear and eenvineing evidence that there vas no 
intent to obstruct justice or make false statements here. 

Specifically, Nuellsr testified that he was unccmfertable 
with the vords in the CIA September II statement that "neither the 
[CZA] summary nor the (underlying cables] permit the definitive 
conclusion that BMl<>Roae vas aware that 8Nl«*Atlanta vas engaged in 
illegal activities." That language suggested to Mueller that these 
documents permit some cenelusion ~ although not a "definitive" one 
— to be drawn along those lines, when in fact the cables underly* 
ing the CZA Summary do not permit such a conclusion. This vas a 
legitimate concern under the circumstances. 


119 



676 



UNCLASSIFIED 


Holne6--also testified that the September 18 statement had 
been modified by the CIA to the point where it no longer addressed 
its original purpQse, which was to respond to Representative 
Gonzalez's September 14 press release by providing a full explana- 
tion of the CIA Summary and the underlying cables. Rather, it 
amounted to an effort by the CIA to retreat from its answer to 
Question 8 in its September 4 letter, without fully explaining why. 
Because Mueller was expecting an entirely different statement from 
the CIA, it was reasonable for him to reject the document sent to 
him on September 18 • 

Regardless of these points, the critical fact is that 
when Mueller decided not to release the September 18 statement, he 
decided on that same, day to offer the Siimmary and the underlying 
cables to Judge Shoob In camera , tor- ensure that the Court was aware 
of these documents, and to let him draw whatever inferences he 
thought were appropriate. Be also advised Urgenson to meet with 
the CIA on Monday, September 21, to try to get a full explanation 
orally for the Summary and the underlying cables, and also to 
ensure that these documents could be given promptly to Judge Shoob. 

I find clear and convincing evidence that Mueller fully intended to 
disclose all information, and that he lacked the intent to mislead 
or obstruct. 


0. The PIAls _September 17 Letter 

Although the DIA*s September 17 letter has received less 
attention, I must point out that it was also incomplete. As noted 
above, the DIA had produced one cable dated 12 September 1989 
indicating that BKL-Rome may have known about BHL-Atlanta's 
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activities. But that cable was not aentioned in the DIA*s 
September 17 letter, because Berry carefully limited its scope to 
information gathered since September 1989, and "carved out" all 
information prior to that time As • noted earlier, such 
"vordsmithing" is clearly unacceptable, and should be viewed 
unfavorably. However, I found no evidence suggesting that the 
DIA's letter was produced this way at the request of anyone at the 
DOJ, or that this letter was ever released to the Court or the 
public. Thus, I conclude there was no evidence of an endeavor by 
DOJ to mislead or obstruct justice. 


I. irilLlfJltPttM&fr 21 ititMtat 
The public statement by Brill on September 21 has also 
received little notice. Z cover It here si^^ly to be as thorough 
as possible in addressing all DOJ activity that might be ques* 
tionned. Z find by clear and convincing evidence that this 
statement was not intentionally false or misleading, or an endeavor 
to obstruct justice. By this time. Brill had studied the Summary 
and the underlying cables, and had determined that, for several 
reasons, the cables did not support the allegation that BKL*Rome 
)cnev. Her statement was therefore fully supported. 
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COHCLOSlOlffi 

Based on all the foregoing, I conclude that: 

1. There is no evidence that the DOJ withheld any 
intelligence information from the USAO. However, there is evidence 
of inadequate procedures and a careless approach to intelligence 
information that must be corrected. 

2. The statement in the September 11, 1992 Sentencing 
Memorandum is not incorrect or misleading. However, its method of 
preparation reflected a lacK of due care* 

3. The September 17 CIA letter was incomplete, but I 
find that there is clear and convincing evidence that Mueller and 

Urgenson lacked the intent to conceal or mislead. There is also 

•• 

clear and convincing evidence that the September It CIA statement 
was not withheld for any improper reason. 

4. The DIA*s September 17 letter and the Brill 
September 21 statement do not give rise to any claim of %frongdoing 
by any DOJ official. 
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WILLIAM SAFIRE 

Anatomy of a Coverup 


Washington 
Let me take you behind the scenes 
In the exposure of a scandal, as the 
irresistible forces of inquiry slam 
into the immovable stone wall of 
coverup. 

In Iraqgate. the Bush Administra- 
tion arranged for billions in unlawful 
financing of Saddam Hussein through 
the Atlanta office of Italy's Banca 
Lavoro. To avert embarrassment af- 
ter Saddam's double-cross, our Jus- 
tice Department conspired with Italy 
to obstruct the investigation of Sad- 
dam^ bankers and Bush's top aides. 

lyis week, the forces of inquiry got 
a biole to work from: "Spider's Web: 
The Secret History of How the White 
House illegally Armed Iraq." Alan 
Friedman — whose reports in The 
Financial Times and on ABCs 


Probers vs. 
stonewallers. 


"Nightline" have helped move the 
revelations along — brings together 
the story that most media have shied 
away from because corruption's 
great friend is complexity. 

In Congress, the relentless Inspec- 
tor Javert of Iraqgate — House Bank- 
ing chairman Henry Gonzalez — will 
take testimony from the convicted 
Atlanta branch manager who is the 
designated fall guy for higher-ups in 
Rome and Washington. 

Also subpoenaed is Rinakto Petri- 
gnani of Rogers & Wells, who as 
Italian Ambassador made the ap- 
proach to Bush's Attorney General 
for the "damage control" that Dick 
Thornburgh denies ordering. But my 
friend Rinaldo, who was only doing 
his country's bidding, is also being 
sought by Italian authorities on a 
bribery charge and may be too busy 
to finger American culprits. 

That's what revelation has going 
for it this week. But the forces of 
inquiry can do little without a court- 
appointed independent counsel, which 
calls for passage of a new law. 

On the side of. stonewalling is a 
group of Republican senators led by 
John McCain, protected by Bob Dol^ 
who want to delay a floor vote on the 
independent counsel bill They have 
high-sounding excuses, but the real 
reason is to drag a foot until the 1989 
crimes of Iraqgate come under the 
statute of limitations. Despite no 
agreement from Republicans not to 


filibuster. George Mitchell., *e ma- 
jority leader, assures me: *1 will 
bring up the bill for a vote bcfcie the 
Thanksgiving recess." We'll see. 

Behind that stone wall is aBmlifr 
stone wall: Attorney Genenl Janet 
Reno. When asked if she w*ooU se^ a 
special prosecutor from the court if 
the law passed, she tells me **1 have 
no conflict of interest on Iraqgpae." In 
other words, she will profess lo be a 
Democrat investigating a RcpMIcan 
Administration's 'crimes^ Md will 
refuse to honor Bill Clintoa'S promise 
of independent counsel 

Her protestation of no-oooOkt is a 
charade: thie former CriMtel Divi- 
sion chief who stands to be investigat- 
ed in the Banca Lavoro damage con- 
trol Is Ed Dennis, the whitewasher 
chosen by Reho's deputy to find "no 
blame" in her Waco blunder. It's all 
one cozy, self-protecting esublish- 
ment; but when asked if Justice's 
Criminal Division can investigate it- 
self, Reno replies blithely, “It's my 
Criminal Division now." 

. Do not lose heart; persistence 
pays. Last February, revelations in 
The New York Times forced the Sen- 
ate Intelligence committee into re- 
porting that CI.A. told Justice about 
Rome's corrupt involvement 
following which everybody Ked. But 
that staff report was fuzzy; 1 sub- 
mitted 28 groups of questions 
following leads In R. 

Example: the report read "the 
chief prosecutor an<Lchief Investiga- 
tor on the case were part of a Justice 
delegation which met with the Italian 
amiMssador ..." 1 asked: "Who were 
these two Americans? Who arranged 
this meeting and where was it? Were 
minutes kept? Was this the same 
Italian ambassador (Petiignani) who 
saw Attorney General Thornburgh at 
a White House reception? Did Senate 
staff ask why a memo was prepared 
by the chief of the Criminal Division 
(Dennis] for the AG three days be- 
fore the approach at the White 
House?" 

Committee staffers, who did not 
want to admit they failed to ask the 
right questions, stonewalled. But re- 
cently I sat next to the co<chairman at 
a dinner and lol the staff found time 
to answer my questions seriatim. (In 
the example given, the Americans 
were Justice's Gail McKenzie and- 
Agriculture's Art Wade, and no. the 
hurried committee suff did not think 
to ask the follow-ups.) 

That's how the battle between re- 
vealers and resisters goes on. Justice 
will prevail when somebody in Jus- 
tice goes to Jail □ 


YbrK 
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The President Was Very, Very Mad 


By Alan Friedman 


T he full iniihhasnoiyci 
been told about how the 
White House illegally 
armed Iraq during the 
Reagan Administra* 
ikm and then engaged 
In a wide-ranging cover-up that per- 
sonally involved President George 
Bush and his national security advis- 
er, Brent ScowerofL 
Getting that truth out may seem 
.politically awkward for the Clinton 
•Administration at a Ume when it 
needs to work with Republicans on 
issues like health care reform and 
free trade. But information about , to 
be made public should prove that a 
serious investigation — by the Justice 
Department or, preferably, a special 
prosecutor — Is urgently needed. 

Until now the scandal known as 
Iraqgate has revolved mainly around 
the court case of a lowly bank man- 
ager in AtlanU who provided $5 bil- 
lion in loans to Iraq that fueled Sad- 
dam Hussein’s nuclear and chemical 
weapons projects. That manager. 
Christopher Drogoul of the Atlanta 
branch of the Banca Nazlonale del 
Uvoro of Italy, has spent the last 
year and a half without bail in a 
Federal penitenUary in Atlanu; he is 
scheduled to appear for the first Ume 
on Tuesday before the House Banking 
Committee, where he is likely to tes- 
tify that his superiors In Rome and 
U.S. officials knew what he was doing. 
Yet there was far more to America's 
dangerous embrace of Mr. Hussein 
than the Lavoro loans. 

I have been investigating the flow of 
arms to Iraq since 1989, when I was 
first told of Cl-A. Involvement in the 
Lavoro money machine by a senior 
executive at the bank’s Rome head- 
quarters. Now, after four years of 
investigation, hundreds of interviews 
and the accumulation of thousands of 
pages of Government and banking 
documents from Uw U.Sn Italy and 
Britain, it is clear that a far more 
serious abuse of power, including vio- 
lations of law. occurred at the White 
House. Here are some of my findings: 
• Of f-the-books arms transfers to 
Iraq were kept from Congress from 
1982 to 1987. in violation of the law. 

• President Ronald Reagan person- 
ally asked the Italian Prime Minister 
in 1985 to help arm Iraq. 

• The CIJL knew of and was In- 
volved in the flow of money through 
the Lavoro bank to Iraqi arms procur- 
ers. despite its statutory obligation to 
notify U.S. law-enforcement agencies 
of such activities. 


• Despife the Bush Administra- 
tion’s flat denials, James Baker’s 
State Department approved of U.S. 
exports that helped Iraqi efforts to 
develop nuclear weapons. 

• Former White House officials say, 
;and notes of their meetings confirm, 
that in 1991 Mr. Bush and Mr. Scow- 
croft Joined in a prolonged and unusu- 
ally aggressive effort to withhold doc- 
uments from Congress. 


It is already known that during the 
long war between Iran and Iraq in the 
1980's, Washington tilted toward Mr. 
Hussein to staunch Iran’s Islamic fun- 
damentalism. But the American peo- 
ple. while suspecting that “we armed 
Iraq,” have never known the breadth 
and depth of the illicit manner in 
which the Reagan and Bush Adminis- 
trations helped create Saddam Hus- 
sein’s war machine and bring on the 
trauma of the 1991 Persian Gulf war. 

What has never been made public is 
that officials at the Reagan White 
House, working with the C.1 A Direc- 
tor, William Casey, broke the law re- 
quiring that ' Congressional intelli- 
gence committees be notified of clan- 
destine operations. They did this by 
directing the transfer of U.S. arms to 
Iraq in operations that were carried 
out by covert agents outside the Gov- 
ernment, thus also evading arms-ex- 
port control legislation. 

Howard Tekher. a former member 
of the National Security Council staff, 

L. 

Reagan and Bush 
iarmed Iraq, then 
tried to cover up. 


told me he learned of this “dirty poli- 
cy’’ while serving at the Reagan 
White House. He recalled that offi- 
cials would pick up the phone and 
“clear" the deployment of planeloads 
of ammunition, spare parts, electron- 
ics and computers to Iraq. 

Although the law required not only 
the notification of Congress but also 
an explicit Presidential finding that 
such a covert operation was in the 
interest of national security, Mr. 
Teicher said It was all done “off the 
books" — and with great regularity. 
"Yes, they were illegal," he said of the 
transfers. The public may have 
thought that the Iran-contra affair 

was something unique, he went on. but 
"it wasn’t; it was just the one that 
went public." 


Among those who knew about the 
operations, Mr, Teicher said, were 
William Clark, Mr. Reagan’s second 
national security adviser, and Mr. 
Bush, then Vice Pi'esident Mr. Clark 
told me he had "no recollection’* of 
any involvement; Mr. Bush declined 
to speak with me for the book. 

So convinced were White House of- 
ficials that they knew what was best, 
regardless of the law, that some clan- 
destine shipments were even sent to 
Iraq strai^t from NATO weapons 
stockpiles, including the U.S. base at 
the Rhein-Main airport in Frankfurt 

The Reagan and Bush Administra- 
tions did not work alone as they 
sought to build up Iraq’s military in 
the 198Q’s. The British played their 
part, with the knowledge of 10 Down- 
ing Street So did the Italians. Last 
spring I spoke with Giulio Andreotti, 
the former Italian Prime Minister. He 
confirmed in a taped interview what 
two other eyewitness participants had 
told me about a March 1985 Oval 
Office meeting between Mr. Andreotti 
(then Foreign Minister). Bettino 
Craxi (then Prime Minister) and Mr. 
Reagan. 1 asked Mr. Andreotti if Mr. 
Reagan had sought help from Rome in 
arming Iraq. "Yes," he replied, "that 
is true.” 

The Italian Government then ap- 
proved the sale of land mines that 
went by a circuitous route to Iraq, 
with help from the Lavoro bank’s Sin- 
gapore branch. But it was the Atlanta 
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A/dV. ^ 
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branch that really opened ihe finan* 
clal floodgates after 1985. The suppos* 
ediy secret Atlanta loans, which the 
Bush Administration claimed were 
masterminded by the branch man* 
ager, Mr. Drogoul, not only helped 
Iraq in its efforts to make missiles 
that could carry nuclear weapons; it 
even helped enhance Scud missiles. 

A U.S. Intelligence officer involved 
In monitoring the arms trade told me: 
“B.N.L.’s work with the Iraqis was 
known about for a long time. The 
C.I.A. knew about it. and so did the 
Defense Intelligence Agency.** 

Then there is the Jordanian connec- 
tion. King Hussein, I learned through 
interviews with U.S. intelligence offi- 
cers and former diplomats, served as 
a channel for covert U.S. arms trans- 
fers to Iraq. And his friend Wafai 
Dajani was a key Jordanian .middle- 
man among Baghdad, the Lavoro 
bank in Atlanta and the U.S. Govern- 
ment Mr. Dajani denies having 
worked with the C.I.A., .but Mr. 
Teicher said Mr. Dajani performed 
services for the C.I.A. He ended up as 
an unindicted co-conspirator in the 
Lavoro case after aides to Mr. Baker 
told the Justice Department in Febru- 
ary 1991 that indicting him could dam- 
age U.S. relations with Jordan. 

As for Mr. Drogoul, who has recent- 
ly bgreed to a plea bargain in the 
Lavoro case, he should be asked in 
Congress about a dinner with U.S. and 
Iraqi officials at a restaurant in 
Washington just before the 1988 Presi- 
dential election. There, he told me in a 
prison interview, he heard U.S. offi- 
cials urge the Iraqis to sign up for 
more U.S.-backed loans because if Mi- 
chael Dukakis were to defeat G^rgc 
Bush, **the Democrats will cut you 
off.” 

After Mr. Bush took office, he 
turned the previous tilt to Baghdad 
into a bear hug, approving a secret 
National Security Directive (N.S.D. 
26) in October 1989 that stepped up 
military and financial aid to Saddam 
Hussein even though the Iran-lraq 
war had ended more than a year 
before. Mr. Baker nonetheless rushed 
to implement the secret policy by 
brushing aside repeated warnings 
that Mr. Hussein was using U.S. loan 
guarantees in violation of the law. 


D ocuments show that the 
L Secretary of State not 
I only pushed through a 
I further $1 billion in 
' credits and kowtowed 
to Mr. Hussein in the 
process; his State Department also 
approved exporting U.S. equipment 
and technology to Iraq even though it 
was clearly suggested in a November 
1989 memo that the goods were likely 
to go into Mr. Hus.sein*s nuclear weap- 
ons project. (The Slate Department 
wished away this obvious danger by 
recommending that each export li- 
cense carry the words **no nuclear 
use" — as if the U.S. could control 
what was done with the equipment.) 

In early 1990 — just II months 
before the United States went to war 
with Iraq, partly for the stated pur- 
pose of stopping Saddam Hussein 
from building atom bombs — a Baker 
aide drafted a letter to the Commerce 
Department to suggest that such con- 
cerns were not ail that serious. The 
letter, prepared for Under Secretary 
Robert Kimmitt, cited ‘‘explicit Presi- 
dential authority" to improve trade 
with Iraq. And it said the Govern- 
ment's scrutiny of exports that could 
bolster Baghdad’s nuclear ambitions 
"needs to be balanced by other con- 
siderations, including our duty to sup- 
port U.S. exporters who can right our 
trade imbalance with Iraq and the 
broader needs of the overall relation- 
ship." One wonders how the American 
people would have felt during Opera- 
tion Desert Storm if they had known . 
^about that attitude then. 

After thp war. Congressional inves- 
tigators started looking into allega- 
tions of improprieties in pre-war deal- 
ings With Baghdad. The Bush Admin- 
istration first tried to hang it all on 
Mr. Drogoul in Atlanta, and then aides 
to the President tried to thwart Con- 
gress. Starting on April 8, 1991, Mr. 
Scoweroft's legal adviser, Nicholas 
Rostow. joined the White House coun- 
sel, Boyden Gray, and lawyers from 
the CI.A., the State and Commerce 
Departments and other agencies in a 
series of meetings that devised ways 
to withhold Iraq-related documents 
from Congress for many months. 

The mechanisms they decided upon 
marked one of the most robust asser- 
tions of White House prerogatives 
since the days of Richard Nixon. Even 
the language used by participants was 
reminiscent: a State Department offi- 
cial who attended the sessions re- 
called a "bunker mentality." A While 
House aide who took part in the meet- 
ings said there was a high level of 
discomfort about the process. "People 
were already suggesting a cover-up,*' 
he said. "Everybody was nervous." 


M r. Gray suggested 
bringing in Cabi- 
net officials "to 
sec the President" 
to discuss specific 
requests for docu- 
ments from Congress. He told me that 
he didn't consider the process a cover- 
up and that he could remember Mr. 
Bush's becoming "involved personal- 
ly" in only one decision. But three 
other participants at the spring 199) 
meetings said the President and Mr. 
Scoweroft had been the driving forces 
behind the efforts to stop Congress 
'‘from getting the documents. Hand- 
written notes from the meetings bear, 
this out. "Protect," read one of the. 
minutes. "Pres has decided to." 
Those lines were then crossed out and 
replaced with the notation "B.S. has 
d^ided to review EP": Brent Scow-- 
croft has decided to review executive 
privilege. Other notes describe con- 
versations between Mr. Scoweroft 
and Mr. Bush about specific docu- 
ments that were being withheld. They 
report that the President was "very 
very mad." 

Last year, when a Federal judge in 
Atlanta and the House Judiciary Com- 
mittee demanded an investigation of- 
the suspected abuse of tax-financed* 
programs and U.S. export laws, and of 
attempts by the Bush Administration 
to obstruct justice and Congress, they | 
were given the cold shoulder. As can- ! 
didates. Bill Clinton pledged to gel loi 
the bottom of Iraqgaie and Al Gore! 
termed the whole business "worse) 
than Watergate." This year Attorney ^ 
General Janet Reno promised to look 
beyond the Lavoro case to determine 
If other wrongdoing occurred. Indeed, 

Iho first indictments of U.S. compa- 
nies that helped to arm Iraq are said 
to be in the pipeline already. 

There is a tendency to shrug off 
Government malfeasance on the 
ground that we are so inured to such 
behavior that it almost doesn’t mat- 
ter. Yet the story of Iraqgatc goes 
well beyond policy blunders; it is a 
story of flagrant disregard for the law 
at the highest levels of Government. 
No matter how awkward it may be, 
the Clinton Administration needs to 
live up to its promises and broaden its 
investigation. The rule of law is not an 
expendable principle. □ 
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WILLIAMS AFIRE 

Is the Fix In? 


Washington 

George Bush pdvacety assured Bill 
Clinton (hat he would not criticiae the 
new President during the «rsi year of 
his term. I cannot attribute that to 
any source, but trust me. And Mr. 
Bush has kept his word. 

In what may be an unspoken quid 
pro quo. (he Clinton Administration 
has moved to quash any revelations 
about Bush's Iraqgate scandal. 

You remember Iraqgate: the 
White House corruption of Agrkul* 
lure's loan guarantee program to slip 
foreign aid billions through an Italian 
bank to Saddam Hussein, which he 
used to finance hiS secret nuclear 
buildup. The Bush Justice Depart- 
ment sought to contain the scandal by 
pretending the Italian bank knew 
nothing of its Atlanta office's huge 
Iraqi dealings — despite suppressed 
C.I.A. evidence to the contrary. 

During (he '92 campaign. A1 Gore 
accurately charged that *'the CIJL 
reported to Secretary of State James 
Baker . . . (hat Iraq was clandestinely 
procuring nuclear weapons" while 
State was urging more loan guaran- 
tees to appease the dictator. Candi- 
date Clinton, asked if he would favor 
a special Iraqgate prosecutor under a 
new Independent Counsel Act. replied 
unequivocally: "Yes." 

That was (hen. Last week, in Atlan- 
ta Federal court. Clinton Justice ar* 
ranged for the local Baiyca Lavoro 
manager to cop a plea on three minor 
charges of what had been a 347<ounc 
indictment, (hereby blocking full dis- 
closure of Rome's corrupt involve- 
ment — with guilty knowMge of U 
officials — in a public iriaL 

John Hogan. Attorney General Jan- 
et Reno's longtime assistant In Mi- 
ami, is (he prosecutor who Insists (hat 
(he bank in Rome was innocent, over 
the plea bargainer's continued dispu- 
tation. Federal Judge .Marvin Sh^. 
(he Sirica in (his case, rejects Mr. 
Hogan's contention as "absurd ... 
never-never land." He sees a "wider- 
ranging sophisticated conspiracy 
(hat involved B.N.L.-Rome . . . and the 
Governments of the U.S.. England, 
Italy and Iraq." 

But Ms. Reno's man. who joined 
Justice on June 7, has conducted what 
she falsely calls "a thorough inde- 
pendent investigation,*' resulting in 
"no reason to change our opinion." 

Thus Clinton appointees at Justice 
have closed ranks with prosecutors 
and fixers desperate not to be 
brought before a grand jury by a 
truly independent counsel. Bush Jus- 
tice appointed (he lawyer for Sad- 


dam's main arms purchas^a^ (I5> 
Attorney in Atlanu; aincos Jb atf oe 
is appointing a lawyer frooa Kfam A 
Spalding. BJ^.U's Uw 
viously worked on (he case as a wras- 
ecutor to be U.S. Attorney these wnr. 

R^no Js unconcerned at hwv - 
assertion of B.N.U-Romc's faaooettoe 
bolsters the Italian baWKh afaim 
against the U.S. for $380 mOta nTdie 
loans to Saddam that Jama Meer 
persuaded Agriculture's CUyton 
Yeutter to guarantee. If theCkWnal 
Division holds that Rome wasefctim- 
laed. shouldn't the U.S. pay imy -Ap- 
ples and oranges," Hogan aefc ^ 
that's the Civil Division's JbbL 

Hogan is familiar with lulte sulis, 
having once been accused of recelv.i 
ing stolen clothing In a Mfoml 
suit" case; he earned a straMc-ar- 
row reputation by resigning as prose-* 
cutor despite his innocence. 

But now he uses "ongofir^ favestf- 
gation" to duck questions, despite St 
Janet's claim of his work having al- 
ready been "thorough"; it is patently 
not "Independent" * 

Did Hogan take testimony under 
oath from ex-Attonvey Genend Dick 
Thornburgh about a While House 
meeting with Italian Ambassador Ri- 
naldo Petrignanl, directed by Rome 
to "raise the case to a political lev- 
el"? Or ask the Criminal Division 


Iraqgate 
claims Reno. 


why an update on the B..M.L investi- 
gation was prepared for the A.C. just 
three days before that meeting? 

Did he convene a grand jury to 
examine the Oct 26. 1989. memo to 
Secretary Baker, with attached talk- 
ing points and Baker notations, show- 
ing how commodity credits were 
abused for Saddam's backdoor fi- 
nancing? 

Is it not a blatant conHict of Inter- 
est for him to close out the Atlanta 
case while purporting to Investigate 
the Atlanta prosecutors on who«« 
work he depended? 

Reno's man sayeth not. No wonder 
we hear not a peep of criticism about. 
Clinton from Bush; the former Presi- 
dent and his men are being well pro- 
tected. Congress should pass the In- 
dependent Counsel Act and demand it 
be used in this case. n 


'lori I 
5^. f 
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Go vernm ent Denies Bush Arm ed Iraq 

■ w Mr II. A f “ * 


ByNEILA.L^WIS 

IprCMiM Om Hr* Ym« TW*« 

ATLANTA. Aug. 23 - A Federal 
prosecutor said in court today that the 
ainion Administration had conducted 
an investigatioo and concluded that 
there was no conspiracy by President 
George Bush and senior aides to arm 
Iraq secretly and then cm cr up their 
actions. 

The statement by John Hogan, spe- 
cial asslsunt to Attorney kneral Jan- 
et Reno, was greeted with skepUclsm 
bordering on outright disbelief by the 
Federal judge who has presided over 
the matter matter for nearly four 
years. Judge Marvin H. Shoob of Fed- 
eral District Court said such a conclu- 
sion was only possible -ln never-never 
land.** 

Judge Shoob said he believed there 
was strong evidence of a far-ranging 
conspiracy involving the governments 
of the United States, lulv and BriUln 
to aid Iraq. He said the only way to find 
out what really happened would be the , . ..... 

appointment of an independent prose- Marvm H. Shoob refused 

cutor. But with the Clinton Admlnistra- to sentence to iail S of 6 Atlanta 

happen, and the case wlU soon simply 
come to a hah. " — 



•fj ^ the Ailanu brawga 
l» go to in^ ^ ^ T 
charges on Sept. t. 

Orogoul will appear befoj* m 
Judge. • ^*fcreoi 

-energetic review** ef 


Backing up his sharp words. Judge 
Shoob refused to sentence to Jail five of 
the six Ailanu bankers charged whh 
making illegal loans to Iraq. The five 
had pleaded guilty to various felony 
counts, but Judge Shoob said he would 
not sentence (hem to Jail because the 
Government’s contention that they dm 
frauded (he parent bank in Rome was 
incredible. 

Objections by Prosecutors 
Prosecutors, led by Mr. Hogan, ob- 
jected. saying the bankers were largely 

responsible Cor Otc secret loaiu. But 

Judge Shoob characterised them os 
merely, "pawns and bit players in a far 
more wide-ranging conspiracy.** 
Today’s sentencing was probably 
Judge Shoob’s last action in the Iraq 
loan case and he lamented the fact that 
as a judge, he lacked the resources to 
pursue the case. He said (here were too 
marfy circumstances that made it im- 
plausible that the conspiracy was o 
small one involving only the Atlanta 
bankers. "Smoke is coming out of ev- 
ery window," he said. "I have to con- 
clude the building is on fire.** 

Both Judge Shoob’s admirers and 
detractors say he is trying to play a 
role similar to that of Judge John P. 
Silica in the Watergate scandal when 
he refused to accept answers by prose- 
cutors that (he misdeeds were restrict- 
ed to a small group of low-level offi- 
cials. 

I The case before Judge Shoob in- 
'olvei SIX former officials ofgjie Atlan- 
ta branch of an Italian bank which was 
secretly used to finance nearly S6 bil- 
lion in arms purchases*for Saddam 
Hussein. The prosecuinA of the Atlanta 
bankers is at the heart of the accusa- 
tions that the Bush Administration co- 


Clinton aides find 
no misdeeds by 
top Bush aides. 


ed Kuwait in August (wti. 

TTje offlcialaof the Atlanta branch of 
^ Eai^ Naxionale del Lavoro were 
Administration 
defrauding the parent bank in 

Rom« after Um Federal Bureau oC In- 

^igation raided the Atlanta office in 
August 19S9. But at a tumultuous court 
hearing before Judge Shoob last Sep- 
(ember, it was diKlosed that the Cen- 
Iral Intelligence taency may have 
known that the bank t >enior managers 
were aware of the loans, and so could 
not have been defrauded 
Much of the speculation surrounding 
the case has been wncther the Centra 
*"*5'"*eoce Agenev jnd the Bush Jus- 
tice Department <ouah( to limit the 
investiption to «he kilama bankers 
wi of fear of embairassing the H^ite 
Italian C^ernmeiH. 
which largely owns the bank. 

Judge Shoob had - omplamed in the 
past that he had b«*ifn lied to by the 
intelligence agenev jnd the Bush Ad- 
ministration. 

Inquiry Was Promised 
During (he campau(n. .Mr Clinton 
promised (hat he would have his attor- 
ney general make a fresh and thorough 
investigation of the allegations. Then 
they would decide wheiher to seek the 
appointment of an independent prose- 
cutor. 


The comments today by Mr. Hogan 
VC. :;y arr;;cc :;i5 tc cppcisr Hr *!”•• *‘^f****. Hrno is unlikely u 

sein and then sought icTcover up «hatj * 

policy .flc, Mr. .rn,y ,nv.d.| c.S!Vh’n,\'U^jrp* 


best talent avaiiabla 

from the truth. Mr. Howan ,*1*”**^ 

ptoe««<H(jr y,. . Jjj* 

• conflicting poditioa m » raiJ^ 
to«l for <**rraud2S^‘?o.^^* 

P«^#»<tent ainion said'lw 
«VPoned renewing the law. ^ 

SarruSbS^ PJoJooilor,. Winam P 

sSSjSSS 

•former 

He said that, "if Judge Lacev hjj 

yaV-'hf Va^ r^fe ^****®* 

uai. rw said referring to the 19 ’“* 
d.l ,l™„ ,LpIM PrVs^,™ 

. *■* * •• ^•'■•'^Snr, •*K« w«1|;!y4 K,.,i 

£n”,KT-* ■>" .'« 
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ROME BANK UHKED 
TO ATLANTA LOANS 


I 

I 


U.S. Judge Says CJA Papers 
Show Home Office Knew 


• 4 ^ 


Of Funds for lrai|is 


Q\\r By MARTIN TOUStlN 
A* 

ATLANTA, SepL 9 — A Federal 
fudge Slid today that raw, classified 
Central IntelKgenoe Agency docu-j 
ments revealed that bmou eC dollars' 
;ln Illegal loans to trao made by the| 
Atlanta branch of an kaaan bank were' 
known to the bank*s top officials In! 
Rome. . : 

The disclosure by Judge Marvin H.' 
Shoob of United States Dtstrlct Court 
came In a whispered conference at the 
bench with Covemment and defense 
lawyers during the sentencing hearing 
of Christopher P. Drogoul, a former 
manager m the Banca Hasiooale del 
Lavom. Judge Shoob later made the‘ 
statement part of the court's wiiiten< 
record. . | 

Mr. Drogoul oleaded guilty last June 
to charges that ne had masterminded a: 
scheme to provide the loans without 
the knowledge or approval of the; 
bank's headquarters In Rome. He hat 
been In the Federal penitentiary In 
Atlanta while awaiting sentencing. 

Judge Shoob's disclosure supports 
Mr. Drogoul*! contentloo that there 
was actually no fraud because the Itab 
Ion bank knew about the loans and was 
an accomplice In the scheme. But earll* 
er this month Judge Shoob refused to 
allow Mr. Drogoul to withdraw hit 
guilty plea. Mr. DrogouTs la%vyer had 
arguM that Mr. Drogoul pleaded guilty 
because he was represented by an In- 
experienced public defender and that 
he was coercM by the Government Into 
making untrue statements about his 
* guIlL 

Questions About U3. Role 
The politically charged Investigation 
has raised questions concerning the 
role of the Bush Administration ni en- 
couraging the loans to Iraq. Congres- 
sional Democrats have asserted that 
the Administration not only was aware 
of the loans to Iraq bat also enoouragod 
them, sought to cover up tu role and 
hindered the Covemment Investiga- 
tion. Democrats on the House Judlaa- 
ry Committee unanimously sought the 
appointment of an Independent counsel 
to Investigate these charges, but Wih 
Ham P. Barr, the Attorney General, 
denied the request, saying there was 
Insullklent evidence to Justify such an 
Investigation. 



In list President busn 
rcctlvc urging Govcm mrl a o m ri R a m 
forge aoser des to Iraq. 'His'WMiih.1 
Represenuchre Henry 
Texas Dconocrat gnd the 
the House BaaRbig Cbmmi 
. dlre^eudie House floor 
classIM kaer hg rcoeiwoi 
CtA-MlalalMy IMt ‘ “ 

Che agenqrbad some 
offlcUls m the lullaa 
knew aboul the bank 
Mr. Drog^ was Indicted ba l iR ini mi- 
ary IMU But Judte SfaoeR BmCMs 
staiement on raw CIA. reMrccMidN 
letter. Re called ea rlier lir em Me- 

emment's role In thel2S£ 


The Judge foltowed bi lar.Oi 
^ ^footsteps In putting clatsIfM CIA. 
^ / documents on (he public i«bhC Ax the 


lotahours going over the dooBmenu, 
end 1 have carefully ro des M the 
C.IA. raw reports that weie edheahted, 
and I am not quite sure brnw telnutdle , 
them, because my review eC dr aa , and 
‘ ^kklencate 


1 made some notes ebowx 
that Ihey support Che 
lion.** 


posb 


**Three definitely do s eppoit (he do-| 
tendant'i poiUlon, that BXL.-Rome 
was aware of what he was doing, and 
they alto undermine the GovenunenCs 
position that this was e lone erolT type 
operation,** (ho Judge said.' 

The Judge alto said the CIA. r«- 

K rts revealed (hat the loans were 
own by the Intematlooal buth j!! 
community. 

Gerrflyn BfUl, the Acting United 
States Attorney here, obteiYoo that the* 
documents were "given to you under, 
condition they remain lecieL* 

. But (he Judge aske^ "Why thouML 
they continue to be clattifed If iheyli 
don^t affect natlonat securbyl** V 

A former top offlcUl e( the Ilatlaaf 
bank testified today (hat bank officials I 
InRome must have known of the llkgtl! 
•ctIvUlet of the AUanta branch. I 

Judge Shoob asked tjilgl Sardelll, s 
former director of BJeX.'s North 
Amerktn opersilons and a surprise 
witness, **Do you have an opinion on 
whether Mr. Drogoul could have made 
.these loans without the knowledge of 
senior ollldals?** 

**lt could not have happened,** Mr 
Sardelll replied. * 

But pressed by Govemmern law- 
yers, Mr. SardelU provided no hard' 
evidence to support his opinion. 

‘ In a long-awaited appearance, Mr. 
Drogoul himself took (he witness stand 
late this afternoon, but had an opportu- 
nity (0 testify only on his background 
and the origins of (he Iraqi loan pro- 
gram. The son of a French father and 
'American mother, Mr. Drogoul testi- 
fied (hti he had some problems with 

hU former omptoyrtr, Borclayi Bank, 

but failed to specifky what those prob- 
lems were. 

He said his lullan branch's first 
Involvement with Iraq occurred In 
1984. the result of a request from the 


Continental Grain ComMny for a S13 
-mion loan to Iraq, "we telephoned 
..jt leglonal of?ir.e In New York and 


laid out the iranssction," Mr. DrogouH 
said. "They telephoned Rome and! 
called us back the next day." The loan] 
was approved. 


BUSK ATTACKCO ON laAQI POLICY 
Senator At Core charged that Prest* 
dent Bush's efforit to befriend Sod- 
dam Hussein in the years before 
Iraq fnvoded Kuwait ted directly to 
an unnecessary war. Page A21. 
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Reno Aide to Lead New Probe of Iraq Ties BeforeGiilf War ' 


By DOUGLAS FRAKTZ 
and RONALOJ.OCTROW 
TIMCI SIAM Wtiftrt 

W ASHINCTON-The iuiikc DepwtactK. afier 
memht o( scrotiny. hu to optm u braad new 

Invcstifalion <nto whether Uw« were beoken by 
officMls and American companiet in armlnc baq before the 
PertianCuU War. 

The inquiry, which is bein( led by a tp e cia l asaistani to 
Auy. Cea Janet Reno, raises the poasWIity of new 
criminal charfcs in a conirovmy that inaRjr skeptics 
thouchl had been dismissed by the Clintoa Admfaisu-ation. 
So far. one U.S. company has been ebaesed and six 


I ■ f SOM ttmOAT CCHTIom 


employees of an Italian bank have been eoavicted w 
connection with transactions that helped Iraq obuin 
billiont of doltars worth of sensitive computers and weapon 
technolocy in the years before the war. 

John Hogan, a longtime associate of Reno's when she 
was Miami's chief prosecutor, said that be and a team of 
prosecutors and investigators are examinir^ whether US. 
export laws were violated by sales to Iraq and whether any 
government officials were Involved misconduct in 
arranging aid to Baghdad or covering It up after the war. 

1 perceive my task to include looUnc at various 
investigations and prosecutions around the country to sec 
if there are common threads that reveal criminal activity in 
coqjuiKtion with how Iraq was armed.** Hogan said in an 
interview at his Justice De^rtmcnt ofTice. 

AIpng with examining sales by U.S. businesses, the 

investigation will scrutinise the actions of some govern* 
menl Uncials under former President George Bush In 
providing assisunce to Iraq before the war and concealing 
the extent of such aid after the conflict. 

U.S. District Judge Marvin H. Shoob. a persistent critic of 
the Justice Department's handlirtg of the Iraq investiga* 
Uon. called Hogan's inquiry a step in the right direction. 

**|*ve met with Mr. Hogan, and I think he nvill do his best 
to ferret out the dcUils and information concerning these 
complex mauers," Shoob said. ‘’However. I think you still 
need an independent counsel, with the resources and time 
to fully investigate the issues.** 

J ustice Department ofncials said Hogan's inquiry does not 
rule out later efforu to appoint an independent counseL 
who would enjoy more autonomy than would a typical 
federal prosecutor. The law establishing the independent 
counsel process was sllowed to expire last year, but 
Congress is expected to consider renewing it later th& year. 

Former Atty. Cea William P. Barr, who rejected 
congressional requests for an independent counsel in the 
case last year, declined to comment on the new inquiry. 
But Ira Raphaelsoa a former key aide to Barr, said the 
Clinton Administration's investigation mirrors plans Barr 
had for examining Iraq- related matters through a task 
force of prosecutors and investigators 
*’lt would appear that Hogan's intention is the |same| 
mission of the task force.** Raphaelson said. 

During last fall's campaign. Presidem Clinton promised a 
fresh and aggressive review of allegations that laws had 
been violated in executing the U.S. ^ky of assisting Iraq 
before the Gulf War. He said the resulu would determine 
whether an independent counsel wu necessary. 

However. Democrats in Congreu have complained that 
the Administration has been slow to move on the Iraq 



Iwvwtigaaiou. Tbc tnyrem— ef rdueuwee 
losuiaoHtk M • henru^ in Attewu hefare Ju4 

The hearing wu lo lenience fhre farnwr 
Che AUanu efficc of Italy's Banco M i ii mn h 
They had pleaded gufliy lo roles in a ochc* 

Iraq with IS bittion in Imiw. some of which 
Baghdad to buy weapon technology and 
oroenal of Scud missites. 

Hogan surprised Shoob by aying that he 
cd the bank cose and agr^ with (he Btm 
(ion's Justice Department that the haKan bond 
authorued or approved ihc loans by lU AUaoano 
Hogan was careful not to uy that bio bq 
exonerated individual bank offlctats or any (AS.od 

The Banca Lavoro case ended on Sept. 2 
•ueprise gudty plea of the sixth dcfeodaM.BM 
manager Christopher P. OrogouL With the 
the bank case. Hogan said, the invesUgatiom 
(he broader inquiry into possible cqpoeg 
official misconduct. 

-AH the doors are sUU open in this inve 
Kogan, who is devoting all of his (ime Us i 
reporu directly lo Reno. 



A ( least 10 prosecutors and nu m er ou n isnmigators 
from the FBI and other agencies are f n<i r.t lig (he 
Inquiry out of an AtlanU ofTice. which is ov exb wwiag wHh 
thousands of documenu subpoenaed In cnn o MO bnaaith the 
bnca Lavoio case. 

While pan of the investigation involves bmn etions 
financed by Banca Uvoro. Hogan said. R «0I include 
examining actions of U.& ofTicials. He refuset lo identify 
any of the sut^fecU or UrgeU. 

The lulian bank's Uny AUanu office financed tS*faillioa 
ncaaeaa«IRAq.AT 


Caallaued (ram AS 
worth of commodity and lechnolo* 
gy piuchases by Iraq between 1984 
and 1989. After the Gulf War. 
United Nations inspectors dlscov* 
cred that some U.S. and European 
technology nnanecd by Banca La* 
vore had been used in Iraqi pro* 
grams to develop nuclear weapons 
and other arms. 

The only American company 
charged in an arms deal with Iraq 
to date is a division of Teledync 
Ine., the Los Angeles-baaed de- 
fense contractor. But sources said 
Hogan's investigators arc examin- 
ing ules by other firms. 

Abeui Sl.9 billk>n worth of rice, 
grain and other goods sold to Iraq 
through the bank were guaranleed 
by a U.S. Agriculture Department 
program. Allegations have been 
raised that Uiere were kickbKks 
and overcharges in those deals, and 
some are likely is come under 
Investigation, according to the 
aourcesL 

Investigatdrt also will examine 


actioM by U jS. policy-nukers, who 
have been ac cused by Demoerau 
of deceiving Congress abotR U.S. 
aid to Iraq sad (ryii^ to conceal 
the extent of that assisunce after 
the war. 

A British investigation into that 
counuyb policy toward Iraq 
has determine that businesses 
were quietly encouraged to sell 
Iraq arms and weapon technology 
dc^tc a public policy of not pro- 
viding defenae producU to (he 
Btthdad regime. 

DoeumenU and testimony from 
dvB tervanu have discloaed a 
concerted attempt by (he Bntish 
government to conceal the acope of 
defense tales lo Iraq and to deceive 
Parliament about the relaxation of 
the guidelines against such ules. 

Prime Minister John Major is 
expected u testify early next year 
in the British inquiry, and former 
Prime Minister Margaret Thalchcr 
la scheduled to give testimony in 
December. 
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Plea Agreement Withdrawn 
On Chief BNL Case Defraidant 

JwJ^e Faults U.S* Probe of ItuMan Bank*s Iraq Lons 
10 / ^ 


By R. JelTrey Smith 

WaAfaUMNtiSirfriMte 


A federal judge in Atlanta yestenlay ap- 
pro^ a sudden government request to 
withdraw a plea agreement by the duel de* 
fendant io a bank scandal that involved bil- 
Kcms of ddhrs in illicit loans to Itai^ 

The' unexpected development ahniptly 
tnitd a prolonged sentenong hearing and 
set the stage for a trial of the defemntr 
Christopher P. Drogoub sometime next 
year. The three-week hearing on Drogoul's 
sentence was marked by a series of embar- 
rasring disclosures about the govemmenfs 
handling of. the case, although rodmintstra- . 
Hoti officials said that had not been a con- 
rid^ratkm in the U.S. attome/s action yes- 
terday. 

Judge Marvin H. Shoob said as he voided 
Drog^s plea agreement, that he would 
grant a government rooHon for his own 
withdrawal from the case before the trial 
can begin. Shoob has repeatedly raised 
questions about .the government's theory . 
that Drogoul and his colleagues at the At- . 
lanta branch of Italy's Banca Nasionale dd 
Lavoro (BNL) were solely responsible for 
the scandal bmuse senior ItaUan banking 
offkials were ignorant of the branch's illicit 
loans to Iraq. 

have concluded that the substantial 
financing of Iraq by BNL-Atlanta was 
well-known ... in banking circles and by 
U5. inteltigence,” Shoob said yesterday in 
explaining why he would agree to withdraw. 
*The failure of the U.S. investigators to 
conduct an investigatioa in Rome and 
Iraq .. .and to question knowledgeable per- 
sons available to them indicates an effort to 
absolve BNL-Rome of complicity in the At- 
lanta branch loans.” 

The senior U.S. attorney in the case, 
Gerrilyn Brill, rejected Shoob's character- 
ization. But ^e explained that Drogoul's 
assertion in courtroom testimony Wdnes- 
day that his conduct was authorized by 
Rome— plus the tremendous amount of 
public interest” in the case and repeated 
allegations of government wrongd^g — 
had all made it imperative there be a con- 
clusive determination of Drogoul's guilt” by 
trial. 

*The results of our investigation, which 


and has been described^as tkel». 
csl bank fraud in U.k histocy% 
menft, which had indicted Drogout cm 3€7 
comts, had accepted tie plea in -nrbiiM:i 
for a promise of DrogooPs ooo p eratiaw ttit 
it hter claimed was never funded. * '9**' 
The govenunent's deriskm to wihi ia w 

the plea agreement came one day ^crDfo- 

gool read into the court record cwoemts 
firom an internal BNL file report in g 

•ted efforts in 1990 by the bank'stedbnar- 
tecs in Rome to lobby senior Budi admiii- 
istratioa offidab against any bank indict- 
ment In response to the previous|ycmdE^ 
dosed contacts, former attorney general 
Dick Thornburg acid other officiris*' In- 
volved denied any wrongdoing. * -.f 
According to the BNL report wldch was 
obtained by The Washington Post firam \ * 
U.S. government source, the Itafiwi mv>- 
omment which owns BNL, was extzemeiy 
worried in the spring of 1991 that the 
tkx Department believed the barik was 
criminally involved. It consequently 
opportomties *to bteevene taedi^ « . 

Mical levehf* in Washington, partly through 
the lUlian ambassador, Rinaldo PetiteanL 
the report sUted ..v 

The bank abo hired a team of pranhient 
hwyers, induding former US. attorney 
general Griffin B^, former secretaryjiol 

sute WiUbm P. Rogers, and the head of .(he 
Justice Department's criininal fratri divi^ 

until shortly before an August 19B9 raid on 
BNL's Atlwta branch, WOUam Hendricks; 
Pbtrlgnanl, who the report said advbedSe 

bank to hire Rogers, has since retired from 
diplomatk service and become a consultant * 

to Rogers's hw firm in Washington. ,* . 

Among iu other revebtkHis, the internal • 
BNL report conUined a statement that one 
of the illicit loans by BNL!s Atbnta branch 
*had already been signaled” to the bank's * 
North American regional director by “the 
Secretariat of Foreign Loans Depart- 
ment”— an indication that some BNL olifi- 
dab in Rome may have been aware of the 
loan at the time it was made. 

In an interview. Brill said the BNL report 
”in no way factored into the dedskw” to 
withdraw the plea. She abo denied an as- 
sertion of Drogoul's attorney, Bobby Lee 
(^k, that the government's dedsiM to 
withdraw the plea agreement was made by 


tioc Department He said Attorney Genei^ 
Willbro P. Barr was not informed of the 
^rion until yesterday morning, shortly 
before Brill's appearance in court 


prove that, but to do so will require that we 
call scores of witnesses." 

Drogoul was faring a sentence of up to 
390 years imprisonment for his guilty plea 
this summer to 60 counts of fraud and tax 
evasion in the spndal, which involved more 
than $4 billion in illicit loans and loan guar- 


Staff wriUr Sharon LaFraniero contributed 
to Otis report 


689 




690 




691 

















692 



693 



694 



/ 


695 



A 




696 


SEE NO HR? TO PURSUe Tit 1$ MATTER 
ANT FURTHER'* 
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"KAHe T0U6H - ONLY A LITTLE VfWiLE 
MORE TO (SO" 
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*TimE VI0IMH6 oliR somtimi 
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"MAW, HOW HW COUNTRIES 6lVP YOd 
THIS FREEPOM OFCHOK^e?" 
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"THE lATESns WfRE 6ETT1H67W9 MOREPIVISWWS, 
ANOTHER yismHO HI6H-IEVEL OFFICIAL, AKP 
THREE MORE REASONS WHY WE'RE HERE" 
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